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ORDER IN COUNCIL P.C. 1562 


CERTIFIED to be a true copy of a Minute of a Meeting of the Committee of the 
Privy Council, approved by the Deputy of His Excellency the Governor 
General on the 31st July, 19393. 


The Committee of the Privy Council have had before them a report, dated 
31st July, 1933, from the Acting Prime Minister, representing as follows: — 


That it is desirable that the approaching periodic revision of The Bank 
Act, which will precede the enactment of a measure to continue the charters 
of the existing banks, to which said Act applies, and which expire on July 
1, 1934, shall be based on a complete and detailed examination of the 
provisions of said Act and of the functions and operations thereunder of the 
banking system thereby established; 


That it is also desirable that such examination should include a study 
of the facilities now afforded by The Finance Act and a careful consideration 
of the advisability of establishing in Canada a Central Banking Institution, 
and, if so established, of the relation of such Central Banking Institution 
to existing banks and its proper authority and function in the operation 
of the banking system of Canada; 

That such examination should also include a study of the entire mone- 
tary system of Canada, including credit, currency and coinage, particularly 
in their relation to commodity price movements and fluctuations in inter- 
national exchange; 

_ That it is also advisable to consider whether and in what respects the 
‘banking institutions and the monetary system of Canada may be modified, 
extended or developed for the purpose of facilitating intra-Imperial and 
international co-operation in public policies designed to promote the revival 
of domestic and foreign trade and enterprise and the general increase of 
employment and to ensure a greater measure of stability in respect thereto. 
The Minister, therefore, recommends that— 


1. The Right Honourable Lord Macmiuuan, P.C., K.C., of the City of 

London, England; 

Sir Cuar.tes Stewart Appis, K.C.M.G., of the City of London, England; 

The Right Honourable Sir Wint1am THomas Wuits, P.C., K.C.M.G., of 
the City of Toronto, in the Province of Ontario; 

The Honourable JoHN Epwarp Brownusg, K.C., M.L.A., of the City of 
Edmonton, in the Province of Alberta; and 

Braupry Leman, Esquire, B.Sc., C.E., of the City of Montreal, in the 
Province of Quebec; 


be appointed Commissioners under Part 1 of The Inquiries Act for the 
purpose of examining, considering and reporting upon all the matters here- 
inbefore recited; 


2. That, without limiting the general scope of their inquiry into the oper- 
ation of the banking and monetary systems of Canada, the said Com- 
missioners shall in particular, examine the provisions and working of 
The Bank Act, The Dominion Notes Act, The Finance Act and The 
Currency Act, and the advisability of establishing a Central Banking 
Institution; and 
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3. That said Commissioners shall report their recommendations for re- 
vising or supplementing the above mentioned Acts and for the adoption 
of such other measures as they may deem desirable to promote the 
revival of trade and enterprise and to facilitate intra-Imperial and 
international co-operation for the purpose of raising the level of com- 
modity prices and for the purpose of ensuring increased domestic 
employment and the stability of the economic, financial and social insti- 
tutions of this country. 


The Minister further recommends that The Right Honourable Lord Mac- 
millan, P.C., K.C., of the City of London, England, be Chairman of the said 
Commission. 


The Committee concur in the foregoing recommendations and submit the 
same for approval. 


(S¢d) G. G. Kazar, 
Asst. Clerk of the Privy Council 


THE ROYAL COMMISSION 


CANADA 


Lyman P. Durr, 
Deputy Governor General. 


GEORGE THE Firtu, by the Grace of God of Great Britain, Ireland and the 
British Dominions beyond the Seas KING, Defender of the Faith, 
Emperor of India. To all to whom these Presents shall come or whom 
the same may in anywise concern. 


GREETING: 


WHEREAS pursuant to the provisions of Part I of the Inquiries Act, Revised 
Statutes of Canada, 1927, Chapter 99, His Excellency the Governor General in 
Council by Order P.C, 1562, of the thirty-first day of July in the year of Our 
Lord one thousand nine hundred and thirty-three, copy of which is hereto annexed, 
has authorized the appointment of Our Commissioners therein and hereinafter 
named to inquire into and make a complete and detailed examination of the 
provisions of the Bank Act, Revised Statutes of Canada, 1927, Chapter 12, and of 
the functions and operations thereunder of the banking system thereby estab- 
lished (with particular consideration of the subject matters set out in the said 
Order, without, however, limiting the generality of the inquiry). 


Now Know YE that by and with the advice of our Privy Council for Canada, 
We do by these presents nominate, constitute and appoint The Right Honourable 
Lord Macmillan, P.C., K.C., of the City of London, England; Sir Charles Stewart 
Addis, K.C.M.G., of the City of London, England; The Right Honourable Sir 
William Thomas White, P.C., K.C.M.G., of the City of Toronto, in the Provines 
of Ontario; The Honourable John Edward Brownlee, K.C., M.L.A., of the City | 
of Edmonton, in the Province of Alberta; and Beaudry Leman, Esquire, B.Sc., 
C.E., of the City of Montreal, in the Province of Quebec, to be 


Our Commissioners to conduct such inquiry. 


To Have, hold, exercise and enjoy the said office, place and trust unto the 
said Lord Macmillan, Charles Stewart Addis, William Thomas White, John 
Edward Brownlee and Beaudry Leman together with the rights, powers, privileges 
and emoluments unto the said office, place and trust, of right and by Law apper- 
taining, during pleasure. 


AND WE bo further appoint the said The Right Honourable Lord Macmillan, 
P.C., K.C., to be Chairman of Our said Commission. 


In testimony whereof We have caused these Our Letters to be made Patent 
and the Great Seal of Canada to be hereunto affixed. — WITNESS: — 


Our Right Trusty and Well-beloved Counsellor the Right Honourable Lyman 
Poore Duff, Chief Justice of Canada and Deputy of Our Right Trusty and Right 
‘Well-beloved Cousin and Counsellor, Vere Brabazon, Earl of Bessborough, a 
‘Member of Our Most Honourable Privy Council, Knight Grand Cross of Our 
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Most Distinguished Order of Saint Michael and Saint George, formerly Captain 
in Our Territorial Army, Governor General and Commander-in-Chief of Our 
Dominion of Canada. 


Ar Our Government House in Our City of Ottawa, this thirty-first day of 
July in the year of Our Lord one thousand nine hundred and thirty-three and in 
the twenty-fourth year of Our Reign. 


By Command. 


(Signed) THOMAS MULVEY, 
Under-Secretary of State. 


Report of the Royal Commission to Inquire into 
Banking and Currency in Canada 


TO HIS EXCELLENCY THE GOVERNOR GENERAL IN COUNCIL: 
May 1T PuEAsE Your EXCELLENCY: 


We, the Commissioners appointed by Order in Council, P.C. 1562, of the 
31st July, 1933, have the honour to report that in pursuance of the terms of 
reference contained in the said Order in Council, we have conducted an inquiry 
into the functions and operations of the Canadian banking and currency systems 
and allied matters. 


The first public sessions were held at Ottawa for the purpose of receiving 
preliminary historical and descriptive data from representatives of the Domin- 
ion Government and the chartered banks. Immediately following these hear- 
ings, we undertook an itinerary which included visits to important centres in 
each of the provinces. Public sessions were held at Victoria, Vancouver, Cal- 
gary, Edmonton, Saskatoon, Regina, Winnipeg, Halifax, Charlottetown, Saint 
John, Quebec, Montreal and Toronto. Representations were invited from pro- 
vincial and local governments, public bodies and associations, and individuals 
and in the course of the hearings much useful information was obtained. In 
addition to the testimony offered at the public hearings, we received many 
communications from organizations and individuals who did not find it con- 
venient to appear at the public sessions. A list of the witnesses who appeared, 
and of the organizations and persons who filed submissions, is included as an 
appendix to our report. 


During our hearings, a number of topics emerged around which criticism 
of the operation of the banking system centered. The banks were invited to 
submit their views on these subjects and also on any other matters with which 
they might desire to deal. The concluding public sessions, which were held at 
Ottawa, were devoted mainly to hearing representatives of the banks in this 
connection. 


CHAPTER I 


INTRODUCTORY 


1. The immediate occasion of our appointment, as the preamble of the 
Order in Council indicates, was the approaching expiry of the charters of the 
Canadian banks which, under the Bank Act of 1923, were due to terminate on 
Ist July, 1933, but which, by the Bank Charters Continuation Act, 1933, have 
been extended to Ist July, 1934. Since the enactment of the first general Bank 
Act for Canada in 1871, the legislative practice has been to renew the charters 
of the banks at decennial intervals (apart from two temporary extensions in 
1911 and 1912), a method which has the advantage of enabling Parliament to 
review and revise the national banking code from time to time in the light of 
growing experience. The social and economic conditions of a progressive com- 
munity alter and develop and its banking system, which forms an essential 
part of the economic structure of the country, must continually adjust itself to 
these changing conditions. 

2. The revision now due is the sixth, previous revisions having taken place 
in 1880, 1890, 1900, 1913 and 1923. These previous revisions were undertaken 
in ordinary course by the Parliament of Canada and have resulted, as will be 
seen in the sequel, in progressive adaptation of the banking code to the require- 
ments of the nation. The records of the proceedings in Parliament and before 
the Select Standing Committees on Banking and Commerce provide a valuable 
indication of the problems which have from time to time presented themselves 
and of the proposals put forward for their solution. As the result of the last 
revision ten years ago, the banking code of Canada is now embodied in an 
elaborate statute of 168 sections and numerous schedules. 


3. In the forthcoming session of Parliament the work of revision will no 
doubt follow the same procedure as in the past, but we understand that on this 
occasion it has been thought desirable that as a preliminary measure a special 
survey of the financial equipment of the country should be undertaken which 
might serve as an aid to Parliament in its important task. The financial con- 
ditions of the ten years which have elapsed since the last revision have been 
so entirely abnormal as not only to give rise to a host of new problems of the 
most far reaching kind, but also to present many old problems in an entirely new 
guise. The adequacy of the political, social and economic institutions of all 
countries during this period of exceptional strain has not unnaturally been called 
in question and subjected to criticism. Distress always fosters mistrust. The 
banks could not hope to be immune from such questioning. No doubt, by the 
nature of their business, banks are necessarily conservative institutions inasmuch 
as the services which they render to the community are dependent on their 
stability. They deal in credit which predicates confidence, and confidence can 
only be inspired by stability and trustworthiness. But the important part which 
they play in the national life and the influence which they exert in the daily 
concerns of the people require that they should justify by their efficiency the 
privileges which are conferred on them. 

4. Our terms of reference require us not merely to examine the banking 
system of Canada and its operation but also to investigate the working of the 
Finance Act and other related statutes, to consider the advisability of estab- — 
lishing a central banking institution, to study the entire monetary system of 
Canada, particularly in relation to commodity price movements and inter- 
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national exchange fluctuations, to consider whether the monetary system of 
Canada may be so modified and developed as to facilitate intra-Imperial and 
international co-operation in policies designed to promote the revival of trade, 
the increase and stability of employment and the raising of the level of com- 
modity prices, and generally to make such recommendations as we may deem 
proper for revising or supplementing existing legislation or for the adoption 
of other measures calculated to promote the economic and financial welfare 
of Canada. Within the latitude of so wide a reference it might no doubt be 
open to us to attempt to investigate every aspect of the political, social and 
economic life of Canada. We have taken a more moderate view of the duty 
entrusted to us and have considered it rather to be our task to enter upon the 
field of these large topics only insofar as they affect and are affected by the 
more specific subject of our study, namely, the banking and currency systems 
of Canada. This indeed involves a sufficiently extensive survey. To arrive at 
an opinion on the adequacy of the existing systems necessitates an appreciation 
of the medium in which they have to work. Accordingly, we have to take into 
account the present economic situation as we find it with all the new and 
perplexing elements which it presents. 

5. The most diverse explanations have been offered of the causes which 
have brought about the existing distress. It is happily not our task to dis- 
tribute the blame among the various contributing factors. But it is common 
ground that to some extent at least—though authorities dispute to what extent 
—monetary and financial causes must bear a share of the responsibility. Yet 
it must always be remembered that even a perfect system of finance may be 
thrown into confusion by the catastrophe of war or other profound disturb- 
ances and by a disregard of sound economic principles on the part of govern- 
ments. <A fair and efficient financial system can do much to promote a wise 
policy of national recovery while an inequitable and inefficient one can do 
much to impede it. The success of any financial system is ultimately depen- 
dent upor sound national policy. 

6. Subject to these considerations, it is obviously well that at such a time 
as this the adequacy of the financial mechanism of any country to the new 
demands made upon it should be examined in order to ascertain whether the 
existing mechanism is working well or could be made to work. better, not only 
under existing conditions but under those likely to prevail with the return of 
normality. The world will not return to the status quo ante. When prosperity 
returns, it will return to a world changed in many important respects. We 
have to see whether in the particular sphere of our inquiry Canada has the best 
equipment to deal with these new conditions, having regard to all their economic 
implications. 

7. In such a time of difficulty experiment is justifiable. Unfortunately there 
is no laboratory in which such experiments can first be tried. They can only 
be tried upon the lives and fortunes of human beings and if they fail they 
may be productive of untold misery. The mechanism of finance isa delicate 
one; the confidence upon which it is based is a slow growth, but it may be 
destroyed over-night, and those to whom is entrusted responsibility for the 
welfare of the people must proceed with caution in the adoption of changes. 
Nor is it to be lightly assumed that methods which have succeeded in one 
country will necessarily succeed in another. The transplantation of institutions 
has not always been attended with happy results. Each country has a genius 
of its own, the result of its history, its traditions, its climate, the temperament 
of its people, its political institutions and its economic conditions. It has, in 
the language of the day, its own psychology. To this its institutions must 
necessarily be suited. But the experience of other countries, while it must be 
studied with this admonition in mind, affords some guidance in the considera- 
tion of proposed innovations. 
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8. The development of Canadian banking exhibits the manner in which. 
it has been sought to adapt its working to the special needs of the country. A 
few instances will serve. One of the most distinctive features of Canadian bank- 
ing from earliest times has been its widespread system of branches. ‘The first 
general regulation in the Act of 1871 (section 4) authorizes the banks to which 
it applies “to open branches or agencies and offices of discount and deposit 
and transact business, at any place or places in the Dominion.” This policy, 
following Scottish precedent, has proved of much value to a country of great 
distances and to industries dispersed over wide areas. Canadian banking has. 
in this respect adapted itself to the widespread enterprises of the fur trade, 
wheat production, lumbering and fisheries which it grew up to serve. The pro- — 
vision of the Bank Act authorizing an additional issue of notes during the usual 
season of moving the crops between September and the following February is 
another illustration of the adaptation of banking practice to the special require- 
ments of Canada. Of interest to the lawyer is the modification of the law of - 
pledge, which is to be found in section 88 of the Act of 1923 and which has 
been progressively extended since the original Act of 1871, a provision designed 
to enable the financing of those who have no available security to offer for 
advances, except assets which must necessarily remain in their own possession. 
Not less significant has been the insistence of Parliament from the first that the 
banks should be prohibited from lending on real estate, thus saving them from 
the disasters which have befallen banks not similarly restrained. 


9. Other features embodied in the Canadian system which have been devised 
in the course of its history will be more fully discussed hereafter. They include 
the institution and statutory recognition of the Canadian Bankers’ Association, 
the system of Dominion note issue under the Finance Act, originally a war 
emergency measure but now, as amended, part of the normal peace-time 
machinery, and the existence of a system of government inspection by an 
Inspector General of Banks. 


10. The banking organization which we are called upon to examine is thus 
seen to have been the result of a long process of evolution, subject to control 
by Parliament and exhibiting, in the elaborate and frequently varied regulations 
of the Bank Act, a progressive adaptation to the special requirements of Canada. 

11. But these adaptations, with the exception of the Finance Act, have for 
the most part been within the sphere of what may be termed routine banking. 
They have been devised in a world steadied by the more or less automatic 
control of the gold standard and have been designed to meet the normal exigen- 
cies of Canadian banking practice. The recent upheaval of the world’s finances 
and the general departure from the gold standard have led to an increased 
recognition of the influence which, consciously or unconsciously, the monetary 
system of a country has upon its general economy and of the part which a 
wisely-regulated banking system may play on a wider stage. The commercial! 
banker has very properly in the past regarded his responsibility as mainly 
confined to safeguarding the interests of his depositors and shareholders and 
to making judicious loans and investments with the funds entrusted to him. 
But it is now coming to be realized that other less obvious but also important 
responsibilities rest upon the banking system of a country. It must bear a 
share in trying to maintain stability and to regulate the quantity and flow of 
credit; it must interest itself in price levels, in “the fluctuations of exchange, in 
international monetary co-operation—-in short, in all the matters which concern 
national finance. In judging of the adequacy of a modern banking system its 
ability to lend assistance in these wider spheres of action must be taken into 
account. 

12. During our hearings much testimony was received alleging an inadequate 
supply of credit having regard to the needs of various communities with their 
diverse activities, and many specific complaints were voiced touching rates of 
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interest and other bank charges as well as the general administration and practice 
of Canadian banks. These matters are concerned with the routine business of 
domestic banking and do not involve consideration of any fundamental change 
in the banking system. They are, of course, of great moment to those con- 
cerned and we shall deal with them hereafter as fully as practicable in their 
proper perspective. But we conceive that our larger concern is with the more 
difficult subject of the adequacy of the existing Canadian financial system to 
assume new and increasing responsibilities. That no doubt is why we are 
required to consider the advisability of establishing some form of central bank 
in Canada. We shall of course fully discuss this problem but from what we 
have said above, it will be obvicus why the matter of a central bank has 
attained the importance of being the only specific subject which we are asked 
to consider. 

13. In the course of our hearings throughout the Provinces of Canada the 
most diverse views have been expressed upon a great variety of economic and 
financial questions. At some places we heard evidence tendered to us by 
witnesses who advocated a complete supersession of the present banking code 
by a socialized or nationalized system. We refrain, however, from any comment 
on these proposals, as it is obvious that their adoption would involve a complete 
change in the whole existing system and this is a matter not within the terms 
of our reference. 

14, The plan of our report is simple. We set out briefly in the first place 
the history and present methods of operation of the Canadian banks and other 
financial institutions. We then give a description of the salient features of the 
general economic position of Canada as we find it. Next we discuss the monetary 
and financial problems to which such a situation gives rise, and the methods 
available for dealing with such problems. This leads us to consider how far the 
existing banking and financial mechanism, as we have described it, is adequately 
equipped to cope with the problems indicated. We next make our observations 
upon certain matters of banking practice and administration raised in the course 
of our hearings. Finally we make our recommendations as to the legislative 


- and other measures which we suggest should be adopted. 


15. We may conclude this prefatory chapter with two general observations. 
In the first place we wish to emphasize that our endeavour has been to consider 
the questions submitted to us objectively and with the single aim of improving 
and strengthening the Canadian banking and financial structure. Such ques- 
tions no doubt have their political aspect but they need for their solution light, 
not heat. In the next place, we must forestall disappointment by disclaiming 
any ability on our part to offer an infallible prescription for national recovery. 
We do trust, however, that the results of our study as here set forth may help to 
inform public opinion upon the difficult and intricate questions with which we 
have to deal. Some matters we regard as appropriate for elucidation and com- 
ment rather than for specific recommendations. And while we may set out the 
consequences as we see them of particular policies and tendencies, we are not so 
presumptuous as to venture to prescribe to the Government of the country what 
course it should adopt in matters of high executive policy which lie outside the 
scope of our inquiry, but which may nevertheless have a most decisive bearing 
upon national finance. We shall be content if our recommendations are such 
as to promote the strengthening of the financial structure of the nation. 


CHAPTER II 


AN HISTORICAL SKETCH OF THE FINANCIAL INSTITUTIONS 
OF CANADA 


16. The Canadian financial system is the result of a process of gradual 
growth and development extending over rather more than a century. This 
evolution has been influenced by a number of factors, geographical, political - 
and economic. ‘Thus, in order that there may be a proper appreciation of the 
existing system, we propose to give a brief summary of its historical back- 
ground. 

17. Geographically Canada is divided into four parts—the eastern maritime 
section, the central area, the Prairie Provinces and the Pacific coast. Each 
part has its own special economic interests, which renders it difficult to 
treat Canada as a single economic unit. This regional diversification has had « 
marked effect on the Canadian banking system and has influenced the develop- 
ment of branch banking so as to meet the varying seasonal demands of industries 
situated widely apart. 

18. An important factor in the development of the system has been the 
proximity of the United States, whose economic problems have been in many | 
respects similar to those of Canada. The Canadian banks have always been 
in close contact with financial centres in the United States. 


19. So profoundly has the economic development of Canada affected its 
banking system that it is possible to trace a correspondence between the stages 
of Canadian banking organization and the stages of the country’s economic pro- 
gress. The first period was that of a local economy where money and not 
banking facilities was needed. ‘The second was that of trade over a wider area 
with a consequent need for at least local banking facilities. The third stage was 
that of industrial development where wider markets made necessary increased ~ 
banking facilities. These stages of development have resulted in the growth of 
the Canadian banks from small local concerns to the present large institutions 
with branches throughout Canada and in many foreign countries. Such evolu- 
tion is not in itself unusual but the fact that it has been so rapid and so recent 
in Canada must be borne in mind if the characteristics of the present-day 
system are to be properly appreciated. 


1. THE CHARTERED BANKS 


20. With the secession of the thirteen American colonies in 1776, only the 
northern portion of the continent was left under British control. -Of this area 
the eastern section was later organized into provinces, each in direct communica- 
tion with the British Government and having its separate currency and banking 
systems. These conditions existed until Confederation in 1867. Accordingly, in 
one sense the Canadian banking system properly so called can be said to date 
only from this event, though of course its foundations were laid in the past. We 
are concerned primarily with the consolidated system starting with Confederation 
and consequently only a brief recital of the earlier history need be given here. 
Those who desire to pursue the study of the subject will find it exhaustively 
treated in The Canadian Banking System, 1817-1890, by R. M. Breckenridge?, ana 
in the writings of Adam Shortt and other recognized authorities. 


1 New York: American Economic Association, 1895. 
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21. It is generally agreed that the Canadian banking system is a direct 
descendant of the first Bank of the United States, and an examination of the 
bills incorporating the early banks of Canada exhibits this influence. Most of 
the bank charters of Upper and Lower Canada followed the charter of the 
Bank of Montreal, which embodied all the essential clauses and even some of 
the phraseology of the charter of the first Bank of the United States. The Bank 
- of Montreal’s charter (granted in 1822) is thus typical and indicates the lines 
along which Canadian banking development then proceeded. 


22. The first bank charter granted in the Maritime Provinces was that of 
the Bank of New Brunswick which was influenced by New England banking 
laws. The other Maritime banks followed mainly along the lines of the Bank 
of New Brunswick but it may be said that generally the constitution of the 
Upper and Lower Canada banks exercised a predominant influence on the first 
Bank Act of the Dominion ‘of Canada. 

23. The period before 1867 was formative and important. Many modifi- 
cations in the early charters had been effected by 1867 but the general principles 
which they embodied remained substantially unaltered. 

24. Although the federal government was given control of banking and 
currency in 1867, the first comprehensive Dominion Bank Act was not passed 
until 1871. In the interval all banks worked under their existing provincial 
charters which had been continued. As the Act of 1871 is the first of the 
Dominion Bank Acts, and gave its direction to the present system, its provisions 
are here summarized. 

25. An outstanding feature of the Act of 1871 was what is commonly referred 
to as the double liability clause, which in effect renders a shareholder liable (in 
addition to the extent to which his shares are not paid up) for an amount equal 
to the par value of the shares held by him, or so much thereof as may be needed 
to pay the debts and liabilities of the bank. This double lability provision made 
its first appearance in Canadian banking legislation with the incorporation of 
the Bank of Nova Scotia in 1832, being later made part of an Act renewing the 
charter of the Bank of Montreal in 1841. It may be remarked that shareholders 
of the National banks and the Federal Reserve Banks in the United States are 
subject to a similar liability, while the same is true of a large proportion of the 
State banks. In Great Britain, while the statutory position is not the same, the 
capital stock of practically all the leading banks is only partially paid up; the 
uncalled capital, therefore, remains as a liability of the shareholders to the credit- 
ors of such banks. The extent to which double liability has been collected from 
shareholders of Canadian banks that have gone into liquidation during the past 
thirty years is indicated in the appendix summary of bank liquidations since 
1867. The Act of 1871 required a capital of $500,000, of which $100,000 had 
to be paid in before beginning business and a second $100,000 within two 
years; the remainder could be called as required. Bank notes could be issued 
in denominations of $4 or upwards, and the banks were required to receive 
their own notes in payment at any office, although the notes were only redeem- 
. able in specie at expressly designated offices, of which one had to be the principal 

office. There were no reserve requirements except that the banks should keep at 
least one-third of their cash reserves in Dominion notes. The banks were 
prohibited from lending on their own stock, or on real estate, and from paying 
dividends out of capital. The directors were required to have certain minimum 
holdings of stock, and their borrowings might be restricted by by-law. Certified 
lists of shareholders and more detailed monthly returns were to be given to the 
government; false returns constituted an offence for which penalties were pre- 
scribed. If a bank suspended payment of its liabilities for more than ninety 
consecutive days in a year, its charter was forfeited. The charters expired in ten 
years. In 1873 and in 1875 the monthly statistical return to the government was 
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made more comprehensive, while in 1879 a clause was inserted prohibiting the 
banks from lending on the stock of other banks. These were the only changes of 
any significance made between 1871 and 1880, when the first general revision of 
the Act was undertaken. 

26. The period from 1867 to 1883 was one of general economic progress in 
the Dominion and the banks shared in this increase of prosperity. Between 
1867 and 1873 remarkable growth took place, while the last two or three years 
of the period were also times of great activity. Between 1867 and 1881 thirty 
bank charters were issued by the government resulting in the formation of some 
twenty new banks, a fact in itself indicative of the financial expansion during 
this period. The number of branches operated increased from 147 in 1868 to 
335 in 1884, and the resources of the banks increased greatly. 

27. In the midst of this period, however, there occurred a general depression 
which was severely felt in Canada. There resulted a number of bank failures 
and the consequent losses, particularly in respect of the notes of the failed banks, 
led to certain changes being made at the revision of 1880. aaa 

28. Some of the more important of these changes may be mentioned. Bank 
notes were made a prior lien on the general assets of the bank, while the 
denominations of bank notes were fixed at $5 or multiples of that sum. Forty 
per cent of the cash reserves had to be kept in Dominion notes, while the banks 
were required to pay up to $50 in $1 and $2 Dominion notes, if so requested. 
The sections dealing with loans on warehouse receipts and bills of lading were 
broadened, and the monthly returns to the government were required in greater 
detail. The Act of 1880 extended the charters of the banks for ten years and 
prohibited the use of the title “ bank” by other than chartered banks. 

29. The decade 1880-1890 witnessed the completion of the construction of 
the Canadian Pacific Railway main line to the Pacific coast. It was a period 
characterized by expanding business and increasing immigration and settle- 
ment with gradual economic reaction and decline in its later stages. ‘Thirteen 
banks were incorporated between 1882 and 1886. 

30. In the twenty-three years between Confederation and 1889 ten banks 
failed and nine others withdrew from business, involving heavy losses to share- 
holders, depositors and noteholders. As a result of these unhappy experiences 
the revision of 1890 incorporated several new features in the Bank Act. 

31. The establishment of the Bank Circulation Redemption Fund for bank 
notes was one of the most important. innovations effected by the Act of 1890. 
By this provision, the banks were required to deposit with the Minister of 
Finance five per cent of their average yearly note circulation and, if necessary, 
further assessments could be made. If the liquidators of a failed bank did not 
arrange for the redemption of its notes, they were to be redeemed out of this 
fund; and from the time of suspension until redemption was announced, the 
notes were to bear six per cent interest; any unclaimed balances, upon liquida- 
tion, were to be taken over by the government without prejudice to future 
claims. By this provision it was hoped to protect the note holders from loss 
through the notes being at a discount. The banks were also required to establish 
various agencies throughout Canada for the redemption of their notes. 

32. While the minimum capital required to start a bank was left at $500,000, 
the amount which had to be paid in before beginning business was raised to 
$250,000; and it was further stipulated that this amount must be deposited | 


with the Minister of Finance before the Treasury Board’s certificate author- 
izing the commencement of business could issue. 
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33. The sections of the Act pertaining to loans on warehouse receipts and 
bills of lading were revised and provisions enacted authorizing the banks to 
lend to manufacturers upon the general security of goods manufactured or 
procured for manufacture and to wholesale purchasers and shippers of natural 
products on the security of such produce. Other changes were made which 
established the Crown as a prior creditor after bank note holders, and permitted 
foreign citizens to be directors so long as the majority of the board were British 
subjects. In accordance with past practice charters were extended for ten years. 

34. In 1892 the Canadian Bankers’ Association was formed of which the 
chartered banks were members, and bank officers and clerks, associates. This 
was a voluntary association which later came to have an important influence 
on Canadian banking. 

35. In 1899 banks were authorized to issue notes in denominations of one 
pound sterling or multiples of that sum, for circulation in colonies outside 
Canada, a concession to the growing external business of the Canadian banks. 
During the ’nineties Canadian expansion went on at a slower rate with the result 
that only one bank (in 1890) was chartered between 1886 and May, 1901. In 
1898 a new era of Canadian expansion began, which lasted until 1913, concurrent 
with railway construction and the growth of immigration and settlement; between 
1901 and 1908 no less than twenty new bank charters were granted. 

36. In the session of 1900, Parliament incorporated the Canadian Bankers’ 
Association, which was empowered ‘“‘to promote generally the interests and 
efficiency of banks and bank officers and the education and training of those 
contemplating employment in banks.” The Association was also empowered to 
establish and regulate clearing houses, of purely voluntary membership. At the 
revision of the Bank Act in 1900 the Association was assigned certain functions, 
including control by a curator over suspended banks pending the appointment 
of a liquidator. The Association was also given supervision over the issue 
and destruction of bank notes. The by-laws of the Association were made 
subject to approval by the Treasury Board. In 1901 the by-laws of the Associa- 
tion came into effect according to law. They required from every chartered 
bank doing business in the Dominion a monthly return, under penalty of fine, 
showing all the details of their circulation. Provision was also madez for an 
annual inspection of the circulation account of each bank. A considerable 
amount of co-operation among the banks resulted from the formation of the 
Association. 

37. General provisions were inserted in the Act regulating mergers and 
amalgamations of banks, with the result that special approval by Parliament 
ceased to be requisite. All that was required was a proposal of purchase, the con- 
sent of two-thirds of the shareholders of the selling bank, and the approval of the 
Governor in Council, given on the recommendation of the Treasury Board. The 
Act also allowed the shareholders to call for information from the directors in 
addition to the regular reports. Other changes were the reduction of the rate of 
interest on notes of suspended banks from six per cent to five per cent, and the 
limitation of holdings of real estate, taken as additional security to twelve 
years; after that period real estate so held was rendered subject to seizure by 
the Crown upon six months’ notice, although it could be legally disposed oi 
within the six months. The form of the monthly statement was amplified and 
the charters extended for ten years. 

38. The period from 1900 to 1913 was one of unprecedented economic 
development in Canada in which the banks played a very important part. Their 
resources and branches increased greatly and as a result of the altered conditions 
some changes were made in the Act during this period. In 1904 the power of the 
banks to issue notes in British colonies was enlarged, and in 1905 the limitation 
of bank directorates to ten members was removed. For some years it had been 
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becoming evident that the note circulation of the banks was approaching the 
limit of paid-up capital. The agricultural development, particularly in the 
Prairie Provinces, made the situation unusually acute during the crop-moving 
season. The elasticity of the bank note circulation, which had always been 
regarded as one of the most desirable features of the Canadian banking system, 
was reaching its limit. Asa result the Bank Act was amended in 1908 to permit 
a bank to issue notes in excess of its paid-up capital to the amount of fifteen per 
cent of its combined rest fund and unimpaired paid-up capital; this facility could 
only be used between October 1 and January 31 of the next year, which were the 
four months when the crops were moved. These excess issues were subjected, 
while outstanding, to a tax of not more than five per cent per annum to be fixed 
by the Governor in Council; in practice. the maximum rate of five per cent has 
always been charged. 

39. For special reasons the next decennial revision of the Bank Act was post- 
poned in 1911 and 1912, and did not take place until 1918. The main changes 
made at this revision were: (1) the establishment of the central gold reserves, 
by which four trustees were empowered to receive from the banks deposits of 
gold or Dominion notes, against which the banks might issue an equal amount of 
their own notes; (2) the requirement of a shareholders’ audit along the lines of the 
provisions of the English Joint Stock Companies Act; (3) the extension by two 
months of the period during which the banks could issue the “ excess” note cir- 
culation; and (4) some changes respecting loans to farmers. In 1915 and 1916 
further amendments with respect to lending on cattle and for the purchase of seed 
grain were made to the Bank Act, otherwise the Act of 1913 remained virtually 
unchanged until the revision of 1923. 

40. At the revision of 1923 provision was made for the registration of 
security for loans under Section 88. A great deal of criticism had been directed 
to the injustice to other creditors resulting from non-disclosure of the banks’ 
prior lien. It was accordingly required that notice of intention to borrow under 
Section 88 must be registered at the office of the Assistant Receiver General in 
the province of the borrower. The shareholders’-audit provisions were strength- 
ened and annual and monthly returns elaborated with the added requirement 
that statements of controlled companies in the names of which any part of a 
bank’s operations were carried on must be furnished. Provision was also made 
for keeping records of attendance at directors’ meetings and bringing them to 
the notice of shareholders. Regulations regarding loans were amended and 
advances to any officer or clerk of a bank could not, in any circumstances, be 
granted in excess of $10,000. It became necessary for guarantee and pension 
funds to be invested in trustee securities. | 

41. As a result of the Home Bank failure in 1928 the Bank Act was amended 
in 1924 and provision made for government inspection. This change was the only 
one of importance made after 1923 and the Act under which the banks now operate 
is the statute of 1923 with the amendment of 1924. in 

42. During the present century an important feature in the development of 
Canadian banking has been the reduction in the number of banks by amalgama- 
tions, a process facilitated by the provisions of the Act of 1900. In 1900 there were 
thirty-eight chartered banks sending in reports to the Department of Finance. By 
the end of the War this number had been reduced by amalgamations and one 
relatively unimportant failure to nineteen, notwithstanding that a number of new 
charters had meantime been granted. Since the War the process has continued - 
and at the present time there are ten chartered banks in Canada. We append 
tables setting out the amalgamations which have taken place since 1867, and also 
the Principal and Total Assets and Liabilities of each of the existing chartered 
banks at 30th June, 1933. In the Appendix a summary is given of ‘the bank 
liquidations since 1867. t 
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TABLE 1 


AMALGAMATIONS SINCE 1867! 


Purchasing Bank 


Dang eLOMtreR Ee aes cee eas. 


Canadian Bank of Commerce............. 


TAD et OVE COLI. ww s.cce sls chin eit uals 


Roval Bankor Canadas. ocr occu s ad aan 


Imperial Bank of Canadaws seis cocks deen 


Bangue. d' Hochelagatn it ic Me been, 


Wet pens Of ELAIIIAX.04 occ ches sucess dened 


Northern Crown Bank.................02- 


Dinion, Bank. of Canada. .s..<ch s.ccees coca. 
Frome eanks of Canada, «.Necehse cin cecieyie ses 
Standard Bank of Canada................. 


Bank Absorbed Date? 
Exchange Bank of Yarmouth, N.S.......... Aug. 18, 
People’S Bank of Halifaxi NB! o)...65.uec54 June 27, 
Ontario Danke) ole wun pe os done 5 sce eco eloik Oct,..«¢ 13, 
People’s Bank of New Brunswick............ April 15, 
Bank of British North America............. Ye Py bp 
Merchants’ Bank of Canada................. March 20, 
Molson's, Banks. 0) 00.4, ld anie oe Jan. 20, 
COKE AME dian Jit eet a cue, at May 19, 
Bank of British Columbia...................|Dee 31, 
Piso ax Dowie O ern coe di wees ee May _ 30, 
Merchants’ Bank-of P:E.I....0225.258 ¢444a5 May 31, 
Eastern; ownships!Bank..... .glesshiays ane Feb. 29, 
ISO OTS AIBON a sg cca s  hdbed sade dic ces Dec. 31, 
standara bankiot Canada... 054025. 66508 Nov 3% 
Union Rank of PIR Tse tte ere NOt <li, 
Bank of New Brunswick.................06. Feb. 15, 
The Metropolitan Bankiy se) o2202 22 ees Nov. 14, 
Dienbanks ol Ottawauescew suey os au ae. wee April 30, 
Union Bani ot, Halifaxci io i. .5 edie Nov dip 
Traders bankiel Canada... a5: 00 .. code dee Sept a5 
Muebec Pan Ce REL ey Us ae Jan. 2 
Northern«Crowiy Bank s22) Wales. 2 Ga July 2 
Unionibankiof Canada...) Ob... snlawat tee 0: Cae as a A 
inca ra FisieiGt, BNC ae cin sialeaic ceca June _-21, 
The Weyburn Security Bank................ May & 
BanqueiNationaloce. 260 Mae ee April 30, 
Summerside Banke woechielt Whe. seiceian sae oe Sept. 12, 
Mieronante Bam iy. ce he ue ma ira Feb, 22, 
Commercial Bank of Canada................ June 1" 
Commercial Bank of Windsor............... Ceti t Sor 
The Worthern. Bank O88 Beh leas pa beeen July 2, 
roms ane Of Capa Oe nodnskis aes wkmre-stle Os July ot 
United Mimpire Bank oo. c. vcoek sea ee sis ees March 31, 
La Banque Internationale du Canada........ PLO GU Los 
Western Bank of Canada...........0.000..5. Feb. 18, 
Sterling:Bank of Ganada....: «04.0.6 fmhemnn’s Dec. 31, 


1The purchasing banks named in the latter part of the table are no longer in business. 
2Dates given since 1900 are those of the Orders in Council authorizing the absorptions. 
8The Banque d’Hochelaga after absorbing the Banque Nationale adopted the name Banque Cana- 
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1903 
1905 
1906 
1907 
1918 
1922 
1925 
1870 
1900 
1903 
1906 
1912 
1923 
1928 
1883 
1913 
1914 
1919 
1910 
1912 
1917 
1918 
1925 
1875 
1931 
1924 


1901 
1868 
1868 
1902 
1908 
1908 
1911 
1913 
1909 
1924 


—— 
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TABLE 2 


PRINCIPAL AND TOTAL ASSETS OF Bean eda CHARTERED BANKS OF CANADA, 


Current Deposit in |United States 
ie Sibcd tee tN ates eal Peeige oo) teehee Bae 
Coin Reserves Currencies 
eine 3 $ $ § $ 
Bank of Montreal............. 17, 933. 650 68, 244,814 7,000,000 290,099 51, 522, 539 
Bank of Nova Scotia.......... 10,029 802 12,215, 632 1,250, 000 1,907,422 19,783,462 
Bank of Toronto...........5.% 365, 102 4,878, 262 630, 866 19, 554 11,450, 902 
Banque Provinciale du Canada 221 964 TIAGO OO Une bite ck rarad oo 23,008 3,680,200 
Canadian Bank of Commerce.} 11,604,710 20, 268, 761 4,000,000 1,273,853 43,755, 292 
Royal Bank of Caffada........ 8,793,480 23,079, 188 3,000, 000 17,972,856 50, 837, 687 
Wominion Bank. ./...3..<ce<es 636,725 3,251,539 400,000 41,243 ‘10,744, 647 
Banque Canadienne Nationale 920,349 1,201,607 2,200,000 40,198 5, 530, 709 
Imperial Bank of Canada..... 429, 844 4,394,896 2,700,866 15, 267 9,985,008 
Barclays Bank (Canada)...... 12,991 148 SSD hae cide Poco os 1,128 4,885, 552 
OCA eto. in es. crete "50,948,517 | 138,058,520 | 21,181,732%| 21,584,987 | 212,175,998 


Loans and Discounts 


Bank Securities Call and Total 
Call Loans Current Current Assets’ 
in Canada, © Loans Loans outside 
in Canada! Canada 
$ $ $ $ $ 
Bank of Montreal............. 286, 224,936 5,148,861 | 250,335,846 46,808,880 761,375, 702 
Bank of Nova Scotia.......... 82,722,828 13,736,847 | 100,568,397 13, 222,027 273, 868, 244 
Bank’ of Eorontoy. ).. 7650s esis 46,211,947 4,490,991 44,795,243 |........ Neal sets 118,430,178 
Banque Provinciale du Canada 17,934,924 4,813,576 15,000 30734 occ en " a A! 45,863, 404 
Canadian Bank of Commerce.| 168,149,845 27,631,289 | 218,313,506 35, 569, 053 570, 943,398 
Royal Bank of Canada........ 135, 532, 567 27,368,736 | 246,121,390 | 154, 187,146 719,471,977 
Dominion Bagi eo tous ss 39,329, 369 6,840, 553 51,930, 614 2,831,714 124, 530, 334 | 
Banque Canadienne Nationale} 47,166,646 5, 644, 606 63,699, 104 47,489 135, 453, 649 
Imperial Bank of Canada..... 85, 959, 646 5, 703, 674 64,558 628.01. ts mute ee 132, 132,986 
Barclays Bank (Canada)...... 921,632 138,920 1,240; 4934 | eee eae 7,896, 046 
Totalan tos Mein 860, 154,340 | 101,518,053 |1,056, 662,267 | 252,666,309 | 2,889, 465,918 


1Includes loans to Provincial Governments and to cities, towns, municipalities and school districts. 
2$5,181,732 in gold, the remainder being Dominion notes. 
8Includes other assets. 
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PRINCIPAL AND TOTAL LIABILITIES OF EACH OF THE CHARTERED BANKS OF 
CANADA, JUNE 30, 1933 


Due to 
Capital Rest or Notes Dominion Letters 
Bank (paid up) Reserve in and to of Credit 
Fund Circulation Provincial | Outstanding 
Governments 
$ $ $ $ $ 
Bank of Montreal............. 36, 000, 000 38, 000, 000 35, 380, 208 13, 979,340 5, 494, 822 
Bank of Nova Scotia.......... 12, 000, 000 24,000, 000 11,574, 088 1,016, 033 5, 780, 193 
Banl@ent Foronton.) asi bie od 6, 000, 000 9,000, 000 6, 296, 424 1,430, 873 1, 004, 658 
Banque Provinciale du Canada 4,000,000 1,500, 000 3, 585, 885 379, 140 15, 737 
Canadian Bank of Commerce. 30, 000, 000 30,000, 000 25,342,919 5, 126, 123 11, 350, 393 
Royal Bank of Canada........ 35, 000, 000 35, 000, 000 31,498, 307 7,410, 552 19,095, 428 
Dominion Bank............... 7,000, 000 9,000, 000 6, 521, 185 1, 255, 031 1,530, 529 
Banque Canadienne Nationale 7,000, 000 7,000, 000 8,867,314 1,868, 407 266, 758 
Imperial Bank of Canada...... 7,000, 000 8,000, 000 8,388, 380 2,504, 601 941, 883 
Barclays Bank (Canadg)...... 500, 000 500, 000 287,330 301, 049 57,196 
At TES oP eee en Te eee 144,500,000 | 162,000, 000 | 137,742,040 35, 271, 149 45, 537, 597 
Deposits 
Due to Total 
Bank Demand in Notice in Outside of other Liabilities! 
Canada Canada Canada Banks 
$ $ $ $ $ 
Bank of Montreal............. 150,807,684 | 389,893,020 70,125,477 9, 484,325 759, 824, 543 
Bank of Nova Scotia.......... 37,955,894 | 134,131,273 37, 608, 299 4,705, 814 272, 668, 632 
Bank orn POroniG... cscs esses: 23,419,379 Goss, 008 donee or tas toe 2,754, 876 117,737,176 
Banque Provinciale du Canada 4,038, 675 Si. SOR OSE a eS 59, 539 45,487,446 
Canadian Bank of Commerce..}| 116,078,597 286, 625, 864 46,156,901 10,879, 199 568, 605, 481 
Royal Bank of Canada........ 130,568,120 | 262,894,258 | 168,175,107 13, 799, 556 717,653, 478 
Dominion Bank.) 0002.4 03. 29, 254, 121 61,599, 156 1,762, 740 3,393, 633 124, 195, 968 
Banque Canadienne Nationale} 16,646,298 78, 871, 543 1,092,379 853, 296 134, 972, 748 
Imperial Bank of Canada...... 25,037,817 PEL OOU OPO ic sucka ea neo 3,311, 890 130, 844, 789 
Barclays Bank (Canada)...... 1,241, 424 MSLT SEO ese a 3,406, 085 7,888, 926 
BRTUMAS NA it ad FA sib. ce 645 535,048,009 |1,386, 930,428 | 324,920,903 52,558,213 | 2,879,879, 187 


1 Includes other liabilities. 


2. THE DOMINION NOTE ISSUE 


43. As all the Provinces entering the federation had their. own notes in 
circulation, the new Canadian government had to meet this problem. In effect 
it took over the various provincial note issues and substituted for them Domin- 
ion notes. 

44. The first Dominion Notes Act, passed in 1868, limited the issue to 
$8,000,000, of which the first $5,000,000 required a 20 per cent reserve, and 
from $5,000,000 to $8,000,000 a 25 per cent reserve in specie. ‘These reserve 
requirements do not seem high but were probably quite ample, for the notes 
to a large extent remained in circulation and the banks were required to keep 
in Dominion notes one-third of whatever cash reserve was required. 


45. Various changes, which need not be narrated here, were made in the 
reserve requirements from time to time, usually because of the exigencies of 
public finance. The changes, however, were all small and did not alter the 
nature of the issue. The last pre-war change was made in 19038. 


46. The situation in 1913 was that the Minister of Finance was required 
to hold a reserve of 25 per cent in gold or guaranteed debentures for the 
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first $30,000,000 issued; in fact the reserve was wholly specie. Over this limit all 
~ notes issued required a 100 per cent gold reserve. 

47, In the war session of August, 1914, Parliament raised the partially 
covered issue to $50,000,000. Subsequently an issue of $16,000,000 was made 
against a deposit of railway securities guaranteed by the Dominion Govern- 
ment, as well as an uncovered issue of $10,000,000 for governmental purposes. 
In 1917 an emergency issue of $50,000,000 of Dominion notes was made to 
finance war purchases in Canada, by the British Government. The notes 
were secured by Imperial Treasury bills. In due course, this indebtedness was 
liquidated by payments from the British Treasury and all of this issue had been 
redeemed by 1927. No changes have since been made in the Dominion Notes 
Act except that by a Statute passed on 30th March, 1933, the Governor in Coun- 
cil was empowered to suspend the redemption in gold of Dominion notes, and an 
Order in Council to this effect was made on 10th April, 1933. 

“ 48. Another extremely important change in the Canadian monetary struc- 
ture was effected by the passing of the Finance Act in the 1914 war session of 
Parliament. This Act formed part of the emergency measures adopted at the 
outbreak of war. In the early days of August, 1914, many “runs” upon the 
banks took place throughout the country, withdrawals of gold in Montreal and 
Toronto were particularly heavy and in general an atmosphere of incipient 
financial panic prevailed. On August 3rd an Order in Council was passed pro- 
viding, among other things, for advances to be made to the chartered banks 
and to the savings banks to which the Quehec Savings Banks Act applies 
in the form of Dominion notes against deposits made by the banks with the 
Minister of Finance of such securities as might be approved by the Minister. 
At the session of Parliament held in the month of August, 1914, the first 
Finance Act was passed; it confirmed the issue of notes made under the pro- 
visions of this Order in Council and provided for authorization by procla- 
mation of similar advances in case of war, invasion, riot or insurrection, 
real or apprehended, and in case of any real or apprehended financial crisis. 
The Act also empowered the Governor in Council, in such circumstances of 
emergency, by proclamation (1) to authorize the chartered banks to make 
payments in their own notes instead of in gold or Dominion notes and to use 
the facility of issuing excess notes throughout the year and not merely during 
the crop-moving season; (2) to suspend the redemption in gold of Dominion 
notes; and (38) to establish a general moratorium. 

49. A proclamation in pursuance of the Act was issued on September 8, 
1914, and thenceforth, throughout the war and the early post-war period, exten- 
sive use was made of the Act. 

50. An Act passed in 1919 provided for the continuance in force of the 
proclamation made on September 3, 1914, “until two years after the con- 
clusion of peace on termination of the present war.’ This explains the con- 
tinued operation of the Act until 1923. | 


51. The provision relating to a general moratorium has never been used. 
The powers relating to payments by the banks in their own notes, the issue 
of excess circulation and the suspension of the redemption in gold of Dominion 
notes ceased to be exercised at various dates. But extensive use continued to 
be made of the power to issue Dominion notes to the banks against approved 
securities with the result that it was decided in 1923 to make this part of the 
Finance Act mechanism a feature of the normal Canadian financial system. In 
introducing the new legislation, Mr. Fielding, the Minister of Finance, made the 
following brief explanation of its purpose:— 


“The Act (Finance Act) was adopted as a war measure, and no 
doubt was exceedingly useful in the financial operations during the war. It 
-may be said that the war being over we no longer have any need for the 
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Act, but experience has shown that the Act is still required; indeed, I. am 
inclined to think that something of the kind will have to become almost 
a permanent part of our financial system.” 


52. The Finance Act of 1923 provided that at any time when there is 
no proclamation in force under the authority of the Finance Act of 1914, 
the Minister of Finance may make advances to the chartered banks and to 
the savings banks to which the Quebec Savings Banks Act applies by the 
issue Of Dominion notes upon the pledge of approved securities deposited 
with the Minister. The Act lists the classes of approved securities, limits the 
duration of advances to one year, and authorizes the Treasury Board to 
fix the rate of interest and make regulations with regard to advances, the 
terms and conditions affecting the deposit of securities and all other provisions 
necessary to give effect to the Act. 

53. The Acts of 1914 and 1923 are consolidated in Chapter 70 of the Revised 
Statutes of Canada, 1927. 

54. It is of interest to note that during the crisis of 1907 the then Minis- 
ter of Finance made arrangements to lend the banks some $10,000,000 of 
Dominion notes under similar conditions to those laid down in the Finance Act. 

55. From this brief survey it can be seen that while the Dominion Notes 
Act has developed mainly along its original lines,” the position of the 
Dominion note issue has been substantially changed by the introduction of 
the Finance Act. 


3. THE ROYAL CANADIAN MINT 


56. The Ottawa Mint, established as a branch of the Royal Mint under the 
(Imperial) Coinage Act of 1870, was opened on January 2, 1908. In 1931 the 
Finance and Treasury Board Act was amended to provide for taking over the 
Ottawa Mint under the name of the “ Royal Canadian Mint” and since Decem- 
ber of that year the Mint has been operated as a branch of the Department of 
Finance. 

57. Prior to 1908 coins used in Canada had been obtained from the Royal 
Mint in London or from The Mint, Birmingham, Ltd. In its earlier years the 
operations of the Mint in Canada were confined to the production of gold, silver 
and bronze coins for domestic circulation, of British sovereigns, and of small 
coins struck under contract for Newfoundland and Jamaica. The first gold coins 
struck were sovereigns identical with those of Great Britain except for a small 
“C” identifying them as having been coined in Canada. In May, 1912, the first 
Canadian $10 and $5 gold pieces were struck but so far the amount of Canadian 
gold coins minted has been very limited—only $3,480,360 in $10 pieces and 
$1,388,060 in $5 pieces. Gold coins have never been in great demand in Canada 
and none has been struck since 1919. Canadians have generally preferred 
Dominion notes to gold coin for use within the country, while, for export pur- 
poses, bullion or British and United States gold coin are equally suitable. 

58. The refining of gold is now the principal activity of the Mint. Before 
1914 small quantities of gold bullion were refined but during the war the Mint 
established a refinery in which nearly twenty million ounces of gold were treated 
for the account of the Bank of England. The growth of Canada’s gold-mining 
industry in recent years has been particularly rapid and, since the initiation in 
1931 of the policy of prohibiting the export of gold, except under licence, prac- 
tically the entire gold production of the country has been refined by the Mint and 
later exported through the Department of Finance. During 1932, the gold received 
at the Mint amounted to no less than $58,491,549. 
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4. DOMINION GOVERNMENT SAVINGS BANKS 


59. Prior to 1929 there were two classes of Dominion Government savings 
banks in Canada, the Post Office Savings Bank, under the Post Office Department, 
and the Dominion Government Savings Bank, attached to the Department of 
Finance. The former was established under the Post Office Act of 1867 (3t Vict, 
c. 10) in order “to enlarge the facilities now available for the deposit of smal] 
savings, to make the Post Office available for that purpose, and to give the direct 
security of the Dominion to every depositor for repayment of all money deposited 
by him together with the interest due thereon.” Branches of the Government 
Savings Bank proper, under the authority of the Department of Finance, were 
established in the leading cities of Canada under the management of the As- 
sistant Receivers General and in other places, in the provinces of Nova Scotia 
and New Brunswick, under managers appointed by the Governor in Council. The 
Government Savings Bank was amalgamated with the Post Office Savings Bank 
in 1929. 

60. Post Office Savings Banks are established at the General Office and at over 
1,300 other offices. Sums of $1 or any multiple of $1 may be deposited, but the 
maximum sum which may be received from any one depositor in any year, ending 
the 31st March, is $1,500, and the total sum which may be received to the credit 
of any depositor is $5,000, exclusive of interest. Withdrawals, in cash on demand, 
up to $50 may be made at any Savings Bank Office. The present rate of interest 
allowed is 24 per cent per annum, the rate having been reduced from 3 per 
cent from May 1, 1933, to conform to a similar reduction in the rate of 
interest allowed by chartered banks on savings deposits and to a reduction of 
one-half of one per cent in the rates allowed by other financial institutions. It is 
recorded that the Post Office Savings Bank, which started operations in 1868, first 
paid 4 per cent, which was reduced to 34 per cent on October 1, 1889, to 3 per cent 
on July 1, 1897 and to 2% per cent (the present rate) on May 1, 1933. 

61. The following figures show the total deposits in both the Postal Savings 
Bank and the Dominion Government Savings Bank at the end of various fiscal 
years from 1868 to 1933 inclusive:— 


TABLE 4 
Dominion Dominion 
; Postal Govern- Postal Govern- 
Fiscal Year Savings ment Fiscal Year Savings ment 
an Savings Ban Savings 
an ank 

$ $ $ $ 
BS685 Eee eae oe aelae ie 204, 589 1456 /2TOM RON. So Soe Cdeecae ee oe 39,995, 406 14,006, 158 
TST, riches Madoae steuats ei Aes on 1, 588, 849 1,822; 570.4 OIG . severe done ks ee 40,008,418 18,519, 855 
LTO Ws aie thetic okdace o's cn retes Bie RO Ly Ay eee 1) DEAT the Gk ce de ok mortals te .42, 582,479 13,633,610 
TSS Sa ae ea 3,945, 669 TG TOP PAGE PADI ET sc eure es Meee tae 41,283,479 12,177,283 
1885 oA aasidies ae eh cao 15,090; 540 117,888,636 1491905. ou). «che... eres 41,654,960 11,402,098 
1 S90 Jk tales ine es Seen tak ot: O90 G00. TORUS LIS Lobel GAO ake ans mies ae wake alain 31,605, 594 10, 729,218 
Ao US aes, CE a ER 26,805,542.) 1756447056) 1928 Foe aR 29,010,619 10, 150, 189 
1ST SR es PY Die Be 400 VS Glo OAT TA OFe Ul t oi epee ce koe 24,837,181 9,829,653 
jE a A As 5 lu a 45, S08 7021") TG5O40, LoOU Tl Lota .c ceo cals okie we cece 22,357, 268 9,433,839 
O06 Da. Aste ese On. a 45,'7865488) | 1G) 174341924 kh eis ee 25,156,449 9,055,091 
LS LE Aid ah SO PES CNN a 47453; 228 1:16; 088, B84) 192 0c. «ww antentartiacee potas 24, 662,060 8,949,073 
OCS ee re ee oe 47 O64, 2841 15, 0162871 | 1926. oo. oe. ce oc eal ea ek 24,035, 669 8,794,870 
LODO se eis RstauWeade spre et te AD 90S 484114 7485436 VOT ie ic. . chk cide ee 23,402,337 8,519, 706 
TOIG oe Na aoe ee os ck leas AS 50, Od 1A Od Me Sh od in cle oct ise. fie alatetnlous ia nk 23,463,210 7,640, 566 

be DE RNS CP UN DS RULE  oAL 43.930; O10) [il ds, O10, TOE TOO Oe oo es oan Geta Sarees 28,375,770 2 

NOE Dae iy Slant tame care re Ved ee 43,563,764 | 14,655,564 | 19380............c.ceecees 26, 086, 036 2 

LOU Oy alkeata cts aia ein Meee 42,128,942 1 14,411,544 1981. wo. 5. ace wwe ecm de 24,750, 227 2 

LOLSS sete ee PR SCT ES GUSOOT, 20 to, 070, 1G tT dedo. eta et Cece ee ee 23,919,677 2 

LOSS aii OL eee 23,920,915 2 


2Jneluded in Fost Office Savings Bank. 
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5. PROVINCIAL GOVERNMENT SAVINGS OFFICES 


62. Institutions for the deposit of savings are operated by the Provincial 
Governments of Ontario and Alberta, while a similar institution was in operation 
in Manitoba from 1924 to 1932 when the depositors’ accounts were taken over by 
the chartered banks. 

63. OnTARIO.—In the session of 1921, the Legislature of Ontario authorized 
the establishment of the Province of Ontario Savings Office, and in March, 1922, 
the first branches were opened. The funds received from this source are used 
almost exclusively to finance farm loans under the Agricultural Development 
Act. Interest formerly at the rate of 3 per cent, but since May 1, 1933, at the 
rate of 24 per cent per annum, compounded half yearly, is paid on all accounts. 
The deposits are all repayable on demand. Total deposits on October 31, 1932, 
were $23,709,820 and the number of depositors at that date was over 90,000. 
Seventeen branches are in operation throughout the province. 

64. ALBERTA—TIn Alberta the Provincial Treasury receives savings deposits 
and issues demand savings certificates bearing interest at 4 per cent, or term 
certificates for one, two or three years, in denominations of $25 and upwards, 
bearing interest at 5 per cent. The total amount in savings certificates on 
September 30, 1932, was $8,579,917, made up of $8,029,651 in demand certificates 
and $550,266 in term certificates. 


6. QUEBEC SAVINGS BANKS 


65. There are two institutions operating under the Quebec Savings Banks 
Act (R.S.C. 1927, Chap. 14) viz: The Montreal City and District Savings Bank 
and La Caisse d’Economie de Notre Dame de Québec. The former was founded 
in 1846 and its present charter dates from 1871. On June 30, 1933, it had a 
paid-up capital and reserve fund of $4,200,000, savings deposits of $55,075,793, 
and total assets of $61,602,309, these assets including over $44,000,000 of 
Dominion, Provincial and Municipal securities. La Caisse d’Economie de 
Notre Dame de Québec, founded in 1848 under the auspices of the St. Vincent 
de Paul Society, was incorporated by Act of the Canadian Legislature in 1855 
and given a Dominion charter by 34 Vict., Chap. 7. On June 30, 1933, it had 
a paid-up capital and reserve fund of $2,250,000, savings deposits of $13,049,237 
and total assets of $16,601,565. . 

66. These banks occupy a special position in the Canadian financial 
structure. To some extent they have been brought under similar restrictions to 
those applying to the chartered banks. For instance, the “shareholders’ audit” 
was introduced into the Quebec Savings Banks Act in 1913 at the time it was 
embodied in the Bank Act. Both Acts are subject to decennial revision. On 
the other hand the shares do not entail double liability and the right of note 
issue has never been conferred. As in the case of the chartered banks, these 
banks have not been allowed to invest in real estate, except for their own use; 
but their ordinary “commercial banking” business is so small that some two- 
thirds of their funds have been invested in government and municipal securities. 
They are essentially “savings” banks. 


7. CAISSES POPULAIRES (CO-OPERATIVE PEOPLE’S BANKS) 


67. The first successful effort to introduce the principle of the small bank 
for rural purposes in Canada was made in the Province of Quebec. The late 
Commander Desjardins, a resident of the town of Levis, after a careful study 
of the systems of small banks in operation in Europe, decided to introduce into 
Quebec a system of “People’s Banks,” the ““Caisses Populaires,” after the model 
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of the “People’s Banks” in Italy. The first one was organized on 6th December, 
1900, in the town of Levis. The “Caisses Populaires” are organized and operate 
under the Co-operative Syndicates’ Act of Quebec, R.S.P.Q., 1925, Vol. 3, chap. 
254. 

68. The “Caisses Populaires” are not strictly rural institutions, that is to say, 
the membership is not limited to farmers, but they are conducted more largely in 
the interest of farmers than in that of any other class, because of the high 
percentage of farmers composing the membership. Their transactions are those 
of a mutual company, owing to the fact that they generally lend only to their 
shareholders, who have the right of making deposits over and above the amount 
of their shares. While they do not specially aim at. doing mortgage business, 
loans are made on first mortgage on immovable property. In addition, they 
make loans to their members on personal security. 

69. Statistics show that the rates of interest paid on deposits by the 
“Caisses Populaires”’ vary from a minimum of 3 per cent to a maximum of 
5 per cent, although 3 and 4 per cent appear to be the more common rates. 
We understand that the interest rate charged borrowers varies from 5 per cent— 
to 8 per cent—ordinarily 6 per cent or 7 per cent—according to the duration 
and amount of the loan and the borrower’s credit standing. The mort- 
gage loans made by these banks are generally for ten years, or less. In com- 
menting upon the shortness of this period compared with the long term mort- 
gages prevailing in Europe, a representative of the “-Caisses Populaires ”’ 
explained before the Commission that the reason for this was “parce que nous 
considérons ici\au Canada, que nous vivons plus vite qu’en Europe.” 

70. The following statistical data, as of 30th June, 1933, have been furnished 
relative to these institutions: 


IN UMDEr GT THStISULIONS ces EGER: MEM ee” Sete U NS Re, PAO PRE & 192 
ef “‘oaern Wes Sai cel gar Res TER RIO Ge ye Sh A ei Siaecge Larges 41,913 
Nd F COTM) LOPML e oe ag opal cae Me Re ait a ace ih in i 41,156 
S F-MYOUUONET ETS Pie RN ce Nee OT ee eae e neat Lt SIRE A Aid 11,767 
Percentage 
No. Amount of Amount 
Loans: 
On promissory notes.. .. .. .. 9,484 $2,103,998 25-03 
OR OPEC ATCS 0. eye tiennece a dE wo 2,158 3,373,199 40-14 
On) DOnda chur ees wee ee 506 2,926,182 34°83 
12,148 $8,403,379 100-00 
LOtal ASSL. a ocr ek wie ce gee Se cmuele MID SIEE Rissa ek or eg te ua eee en ean 
Capital Stock 2144 . 2S sa ek LTR TT 1,649,568 
Depdsitey . F./01. rh. hae sieeher a OF > Seg tear ods Hy iie ted os ayes 6,211,278 


8. STOCK EXCHANGES 


71. In the year 1874 under a charter of the Province of Quebec “a body 
politic and corporate by the name of the Montreal Stock Exchange” was 
established. 

The following table gives the date of incorporation and present member- 
ship of all the existing Canadian stock exchanges:— 


Date of Present 

Incorporation Membership 
Montreal Stock Woxchange ows.) awe Mer weet siti. oie 1874 68 
Toronto Stack’ Waxchampe oi 9 go oe tit beside eile 5 ble siniy ve 1878 58 
Winnipeg Stock’ Exchange’) eae 8 1903 . 52. (1) 
Vancouver Stock, Exchange?) i./) 0/4). ‘alii mew op 1907; ws oF 
Standard Stock & Mining Exchange of Toronto.. .. 1908 43 
Montreal Curb: Market rc. lise sGite cum e ates, Tes 1920077 82 
Calgary Stock Exchange... ...... 1914 85 (2) 


(1) Including associate members and registered non-members. 
(2) 26 active and 59 inactive. 
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The annual transactions on the Montreal and Toronto Stock Exchanges are 
shown in the following table. 


TABLE 5 


RECORD OF STOCK EXCHANGE TRANSACTIONS, 1908-1933 


(Number of Shares) 


Toronto Montreal 
Stock Exchange Stock Exchange 

1908. 610,062 1,475,105 
1909. 1,443,346 3,339,747 
1910 940,544 2,137,426 
1911. 914,553 2,2D0j,158 
1912. 1,176,509 2,349,630 
1913. 935,963 2,039,769 
1914 709,162 (7 months) 1,261,739 (7 months) 
1915. 592,024 (11 months) 1,570,258 (114 months) 
1916. 1,299,798 3,396,069 
1917 512,890 1,130,799 (114 months) 
1918. 341,783 1,077,464 
1919. 779,148 4,060,344 
1920. 670,064 4,208,975 
1921. 548,017 2,107,426 
1922. 1,214,543 2,997,527 
1923. 1,025,142 2,539,910 
1924. 907,871 3,072,366 
1925. 1,999,218 4,601,857 
1926. 2,472,167 7,081,150 
1927). 4,663,042 10,706,614 
1928. 6,021,087 20,490,003 
1929. 10,729,365 25,739,261 
1930. 6,638,594 15,563,489 
1931. 2,973,358 5,309,270 
OSB MOR, LE *3,192,951 2,864,784 
19338.. .. .. .. ..  *9,213,426 (first 8 months) 6,195,483 (first 8 months) 


* Includes Curb Sales. 


9. INVESTMENT BANKERS 


72. The Canadian bond business may be said to have commenced in 1883- 
84 when several of the firms now engaged in the underwriting and distributing 
of securities were founded. Their early activities were confined largely to deal- 
ings in government and municipal bonds. With the growth of corporate enter- 
prise in Canada their operations were extended to include capital issues of 
companies engaged in transportation, in public utilities and in manufacturing. 
The beginning of this century witnessed a substantial increase in the number of 
bond dealers and in the variety and amount of their offerings to the public. 


73. London was the principal market for early Canadian borrowings and 
the bond dealers established offices and connections there. In the period imme- 
diately prior to the War—one of rapid development—more than three-quarters 
of all Canadian issues were placed in Great Britain. The Great War cut off 
this source of supply but did not diminish the demand for capital funds. Canada 
turned to the United States, and in 1916 some sixty-five per cent of Canadian 
bond issues were floated in that country. When the United States entered the 
War, Canada was forced to rely almost entirely upon her own resources and 
absorbed the large issues made by the Dominion Government in 1917, 1918 and 
1919. In connection with the flotation of Canada’s first War Loans and par- 
ticularly in the great Victory Loan campaigns warm tribute must be paid to 
the notable contributions made by investment bankers. A table included as an 
Appendix shows the history of Canadian financing since 1910. 

74. In order to meet these growing demands for home financing many new 
houses were established, and in 1916 the Bond Dealers’ Association of Canada 
was formed with a membership of thirty-two firms, mostly operating in Montreal 
and Toronto. By 1919 the number was 72. In 1921 it was 103 with 17 branch 
office memberships. At present it is 101 with 18 branch memberships and 
operates under the name of the Investment Bankers’ Association of Canada. 
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10. LOAN, MORTGAGE AND TRUST COMPANIES 


75. The lending of money on the security of real estate, such as is now 
carried on by loan and trust companies, was begun in Canada by the Lambton 
Loan and Investment Company, established in 1844. In the following year, the 
Montreal Building Society was incorporated. In order to promote the develop- 
ment of such institutions in Upper Canada, an Act was passed in 1846, followed 
by similar Acts of the Province of New Brunswick in 1847, and of the Province 
of Nova Scotia in 1849. These early companies were termed building societies; 
their activities consisted mainly in the lending of money upon the security of 
real estate and other forms of loans to their members, the latter assuming no 
liability should the affairs of the society prove unprofitable. In addition to 
these operations, such companies were authorized by an Act of 1859 to “ borrow 
money to a limited extent.” Later, the Building Societies Act of 1874 author- 
ized these organizations to receive money on deposit and to issue debentures, 
subject to certain restrictions as to amounts received on deposit. 


76. The number of loan and savings societies in operation and making 
statutory returns at the time of Confederation was 19, with an aggregate paid-up 
capital of $2,110,403 and deposits of $577,299. The number of companies and 
total volume of business rapidly increased until, in 1899, 102 companies (includ- 
ing trust companies) making returns showed capital stock paid up of $47,- 
337,544, reserve funds of $9,923,728 and deposits of $19,466,676; total liabilities 
had increased from $3,233,985 to $148,143,496. By 1913 the number of com- 
panies had declined, through amalgamations and absorptions, to 74 (including 
16 trust companies) with a combined paid-up capital of $68,091,042, reserves 
of $35,959,342, deposits of $32,681,806 and total liabilities of $478,658,228. The 
progress of these loan companies is evidenced by the increase in the book value of 
their assets which rose from $188,637,298 in 1922 to $211,195,794 in 1932. 


_ 7. The total assets owned or held for administration by the trust companies 
increased from $805,689,070 in 1922 to $2,506,260,979 in 1932. The latter figures 
included $2,281,001,620 of “estates, trust and agency funds.” 


11. RURAL CREDIT INSTITUTIONS 


78. British Columbia was the first Province in Canada to pass legislation 
facilitating agricultural credit. The Agricultural Credit Act enacted in 1898 
was based on the German Raiffeisen system, but no loans were made under 
its provisions. In 1915 another Agricultural Credit Act was passed in that 
province to grant all forms of credit, short, intermediate and long term, and 
the Land Settlement Development Act of 1917 provided for additional long 
term credit facilities. In Manitoba legislation was passed in 1917 to provide 
both long and short term credit. In the same year the Treasurer of the Province 
of Ontario was authorized to lend money to townships which in turn might 
relend it to farmers. In 1921 Acts similar to those of Manitoba were passed 
by the Province of Ontario to supply long and short term agricultural credit, 
the necessary funds to be obtained through the Province of Ontario Savings 
Office. In Saskatchewan a similar long term credit project was adopted in 
1917. In the same year Alberta passed legislation to provide both short and 
long term loans; operations were, however, confined to short term loans. From 
1912 until 1925 the Government of Nova Scotia made first mortgage loans 
under the supervision of the Government Farm Inspector. In New Brunswick 
farm loans have been made through the Farm Settlement Board established in 
1912 with the object of helping new farmers to settle on the land rather than 
to assist established farmers. 
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79. The majority of the provincial long term lending agencies have been 
superseded by the establishment of the Canadian Farm Loan Board in 1929, 
following legislation by the Dominion Parliament in 1927. The nature and 
extent of the operations of the principal rural credit organizations outlined 
above will be dealt with in another part of this report. 


12. INSURANCE COMPANIES 


80. Fire insurance in Canada was first carried on by agencies of British 
fire insurance companies. The first of these was an agency of the Phoenix 
Fire Office of London, which started business in Montreal in 1804. As a result 
of the growth of insurance business, branch offices were soon established and 
local managers appointed, charged with the direction of their Canadian business. 
Although in the early days Canada did not prove a lucrative field for fire 
insurance companies, the improvement in the class of building, the gradual 
elimination of wood structures and the increased use of less inflammable materials 
coupled with the installation of fire appliances and safety devices reduced the 
fire risks and brought Canadian companies into this field of business. The 
amount of fire insurance in force at December 31, 1932, was $9,301,747,991, and 
the premiums received in 1932 amounted to $46,911,929. 

81. Like fire insurance, life insurance was also introduced into Canada 
by British companies. Among the first to transact such business in Canada 
was the Scottish Amicable Company in 1846, and the Standard Life Assurance 
Company in 1847. The first Dominion Insurance Act was passed in 1868 and 
prohibited the writing of life insurance by any company (with unimportant 
exceptions) not licensed by the Minister of Finance. Canadian life insurance 
legislation has been influenced both by British and United States practices. It 
may be said to stand mid-way between the “ freedom and publicity” legislation 
of England and the restrictive legislation of the United States. The net amount 
of life insurance in force at December 31, 1932, was $6,471,588,455 and the net 
premiums received in 19382 amounted to $216,133,010. 

82. In addition to life and fire insurance companies of which the former 
are by far the most important financially, there are certain other branches of 
insurance in Canada. Compared with the other organizations they do not 
occupy an outstanding place in the financial system of Canada. 


13. PENNY BANKS 


83. Provision is made by the Penny Bank Act (R.S.C. 1927, chap. 13) for 
the institution of banks designed to encourage small savings by school children, 
but their facilities are not confined to children. The only bank of this kind 
in operation is the Penny Bank of Ontario whose statement for the year ended 
June 30, 1932, shows the following position:— 


een meee) Thies ey Was ee) WRAL ed LES RS, | SES 884605 711 
Liabilities: 
Deposits and Accrued Interest . Dat kde e's ae atte La oO | Le 
Surplus (Guarantee Fund and Interest earned) «. PAVE 28,340 32 


There are also other similar organizations throughout Canada of a less 
formal character. 


CHAPTER III 


A SHORT ACCOUNT OF THE OPERATION OF THE 
CANADIAN FINANCIAL SYSTEM 


84. In the preceding chapter we have outlined the historical development of 
the financial institutions of Canada. In the present chapter we propose to describe 
briefly the methods of operation of some of these institutions. 


1. THE CHARTERED BANKS 


85. Branch Banking —At the end of 1932 the ten Canadian chartered banks 
had 3,158 branches in Canada, distributed as shown in the following table:— 


TABLE 6 


NUMBER OF BRANCHES OF CHARTERED BANKS IN CANADA AT END OF 1932 


Name Prince Saskat- British 
of Edward ay as etal Yukon raed Ont- macy "| che- efits Col- | Total 
Bank Island tino” wick bec | ario | toba wan erta | umbia 
Bank of Montreal ... 1 14 18 2 120 216 36 51 55 ae 560 
Bank of Nova Scotia 9 36 be, sie 23 134 7 22 0) 6 283 
Bankion Foronte lt.) Geary UR) |. 0 ae Ces ae 15 104 12 27 13 9 180 
Banque Provinciale 
u Canada...... <6 ea amigo! is 4 he aegene 107 Fa oy ace cbs cis ecare 8 hires ed eae 138 
Canadian Bank of 

Commerce...... i, 19 6 2 67 | 300 43 91 67 65 667 
Royal Bank of Can- 

EUCLA. ees SAN 6 62 Pal | ae DU 82 253 Ge 118 68 55 738 
Donmion bagi... Va cs lace eee Da ae eet 8 99 12 5 4 £33 
Banque Canadienne 

Wationsle ) IST Oo. ero, a Ee 213 16 8 7 OH. S01. ae 249 
Imperial Bank of 

EE I ea a Nai tert Renate Nay itu! wwe Bd, bit 4 122 8 39 as 12 208 
Barclays Bank ! 

(CANA) asso: odes ol cides eae oie oe eadic CARs Lf eae 1 Le Vos Weeks analat Wale Gate h ROLae 2 

20 131 92 4 640 |1,258 198 359 246 203 | 3,158 


86. The following account of the operation of the branch banks is based 
mainly upon the memorandum laid before us by the Canadian Bankers’ Associa- 
tion. 

87. The Canadian branch bank is organized in much the same manner as the 
British branch bank. In a large city branch, the staff may consist of one 
hundred persons or more; in a small country branch the staff may consist of 
three or four, or even of two persons. 

88. Before being appointed to the branch of which he is in charge, the man- 
ager has acquired a varied banking experience in other parts of the Dominion or 
abroad; and this is his safeguard, and a safeguard to the community that he 
Serves, ‘against the risk, which would otherwise be present, that he might take 
a purely local view of local problems. 


89. All loans are made at the branches. Branch managers have authority to 
make loans up to certain maxima, without the need of reference to higher 
authority for authorization of these loans. ‘These maxima do not follow set 
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rules, but are fixed for the branch managers individually. The maximum up 
to which a particular manager may loan depends upon his experience and judg- 
ment, and upon the nature of the collateral offered for the loan. 


90. Application for a loan beyond the maximum set for him obliges the branch 
manager to refer the application to the district supervisor under whom he 
operates, or to head office. His reference is accompanied by statements as to the 
customer’s position, as to the particulars of collateral offered, and such other 
information as is necessary to determine the quality of the risk. 


91. If the deposits of a branch should be in excess of the loans which it has 
made, together with the amount of cash required by that branch, the excess 
of deposits is credited to head office; and the funds are used at other branches 
where the loan requirements exceed the deposits; or else they are invested by 
head office in bonds, or otherwise employed to the best advantage; credit for 
the use of such funds being given to the branch from which they are drawn. 


92. If the loans made by a branch, together with the amount of cash required 
in the till, exceed the deposits locally received by that branch, the necessary 
funds are drawn from other branches by head office, and made available to the 
branch requiring them; and that branch is accordingly debited for the use of the 
funds so borrowed. 


93. Periodically the branch manager makes special reports on all doubtful 
loans, and submits with these reports his own estimate as to how much of the 
loans concerned may be recoverable. These reports are reviewed by head office 
and the doubtful loans are written off to bad debts, or adequate appropriations 
set up. 

94. Each branch is inspected at least once a year and at irregular intervals 
by the bank’s inspectors; and annual inspection reports are placed in the hands 
of the directors of the bank. Bank premises and equipment are under the 
supervision of a special department at head office. 


95. Promotion and transfer of members of the staff are in charge of a staff 
department at the head office, with the object of ensuring that so far as possible 
the best men become the responsible executives of the Canadian banking 
system. 

96. Deposits—The deposits in the Canadian banks are broadly divided into 
two categories, namely, current accounts and savings accounts. 

97. The current account is also called the demand deposit account, since sums 
at its credit are withdrawable on demand. The bulk of the public, commercial 
and financial business of the country is transacted by means of cheques drawn 
on current accounts. 

98. The savings accounts are also called notice deposit accounts, as the 
sums at credit in these accounts are legally withdrawable only after a certain 
period, usually fifteen days, on notice given by the depositor. In practice, 
however, no bank insists upon this legal right of notice. Savings accounts 
serve three distinct purposes. In the first place they represent the accumula- 
tions of small savers who do not enter the investment market; secondly, they 
are utilized by those who are accumulating funds to invest or are awaiting a 
favourable moment for investment; and, lastly, they constitute a large proportion 
of the chequeing accounts of individuals. Owing to the nature of these deposits, 
their rate of turnover is much slower than that of current accounts. It has been 
estimated that the rate of turnover of the latter is roughly fifty times as great 
as that of the former. Interest is paid upon savings accounts at a rate which is 
a matter of common policy on the part of the banks. The rate was recently (Ist 
May, 1933) reduced to 24 per cent from 3 per cent at which it had stood for 
some thirty years. In addition to this, special rates are paid upon certain deposits 
under agreement with the depositor. ; 
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99. Reserves—The Canadian Bank Act, in contrast to legislation in the 
United States and South America, does not provide for a specific or minimum 
cash reserve; it does require, however, that 40 per cent of the “ cash reserves” of 
the Canadian banks shall be in Dominion notes. The general practice of the 
Canadian banks is to classify their reserves in two categories: (1) cash assets, 
and (2) quickly realizable assets, also called “secondary reserves.” 

100. (1) The “cash assets” include, (a) gold and subsidiary coin, (b) 
Dominion notes, (c) United States and other foreign currencies, (d) notes of other 
banks, (e) cheques on other banks, (f) balances due by banks and banking corre- 
spondents elsewhere than in Canada, (g) balances due by other banks in Canada. 

101. (2) The “ quickly realizable assets ” include the “ cash assets” enumer- 
ated above, and also, (a) deposits in the Central Gold Reserves, (b) 
Dominion and Provincial Government securities, (c) Canadian municipal securi- 
ties and British, Foreign and Colonial public securities other than Canadian, (d) 
railway and other bonds, debentures and stocks, (e) call and short (not exceeding 
30 days) loans in Canada on stocks, debentures and bonds and other securities, 
(f) call and short (not exceeding 30 days) loans elsewhere than in Canada o 
stocks, debentures and bonds and other securities. | 

102. The above mentioned distinction as between “ cash assets ” and “ quickly 
realizable assets” 1s not uniform as among various Canadian banks, but it may 
be said that the “ quickly realizable assets”? sometimes called “liquid assets” 
include the same items in the case of all the banks. 

103. The “ cash reserves” of the banks bring in no income, and their “ cash 
assets” are productive of very small revenue. The “ quickly realizable assets ” 
being represented mostly by short term high grade bonds, yield low rates of 
interest in comparison with other types of investments in Canada. The “ cash” 
and “quick” assets of the Canadian banks apply to their liabilities both in 
Canada and abroad, and no segregation can be made between the assets held 
against Canadian or against foreign deposit liabilities. 

104. The classification of assets adopted in Canada is thus seen to differ from 
that followed in other countries and depends upon a variety of considerations. 
In countries where central banks are in operation, the determining factor of 
liquidity would probably be the readiness of the central institution to purchase, 
advance against, or rediscount certain securities or bills of exchange. The 
present practice has developed in Canada as the result of experience as to the 
marketability of certain securities both in Canada and abroad coupled with 
the rules established by the Treasury Board in regard to advances under the 
Finance Act. 

105. It will be seen that these observations apply to the reserves of individual 
banks and not to the reserves of the banking system considered as a whole. 

106. Current Loans.—These loans ‘are generally made under “ lines of credit ” 
authorized by the banks. Under this system the borrower estimates his prob- 
able credit requirements for the ensuing year and then applies to his bank for 
a “line” of that amount. From time to time during the year, as need arises, 
advances within the authorized credit are made. The “ line of credit” arrange- 
ment does not bind the banker to lend the full amount of the credit. If con- 
ditions change during the currency of the credit the branch manager may refuse 
to lend to the full extent of the “line.” On the other hand the customer is not 
bound to borrow to the extent of his authorized credit. 

107. The rate of interest charged on good commercial loans has generally been 
6 per cent. On small loans and in branches where the volume of business is 
small the rate of interest was 8, 9, or even 10 per cent. The nominal rate of 
interest has frequently been increased through the process of discounting notes 
or of compounding the interest at intervals of three or four months. 
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108. The general rate now charged in western farming areas is 7 
per cent, reductions having been made as from Ist May, 1933, when the rate upon 
deposits was reduced. In the older settled sections of the east, agricultural rates 
have been generally from 4 to 1 per cent lower than in the west. 

109. Investments and Securities—Unlike current loans, which are made 
entirely at branches, investments are administered by the head office. The policy 
of the banks has been to invest in the highest grade of securities, and preferably 
in short term securities. The investment operations of the banks are carried on 
in a highly competitive field in which other institutions, such as insurance com- 
panies, the trust, loan and mortgage companies, as well as the investing public, 
operate. 

110. The Canadian chartered banks have entered the field of “ Investment 
Banking,” buying and selling securities on their own account. - They “execute 
orders for clients to buy or sell securities, for which a moderate commission is 
charged.” They underwrite or participate in syndicates formed to sell securities 
to the public. ‘“ For the most part these issues are government and municipal 
bonds, and a few corporate issues of the very highest grade.” These quotations 
are from the Canadian Bankers’ Association memorandum submitted to us. 

111. Money Market.—There is no money market in Canada such as exists in 
London and New York where highly specializéd financial houses undertake the 
accepting and discounting of foreign bills of exchange. In London the joint 
stock banks lend money on call to bill brokers and acceptance houses and if 
these loans are called by the banks the borrowers have recourse to the Bank 
of England. In Canada the chartered banks make “ call loans” upon the secur- 
ity of bonds or stocks to investment bankers, stock brokers and individuals. 
In times of general stringency affecting all the Canadian banks recourse must 
be had to outside sources, and if such are not found it may become difficult to 
obtain prompt repayment of such loans. 

112. Financing External Trade.—In Canada there is no market outside the 
banks for bills of exchange. Again to quote the memorandum of the Canadian 
Bankers’ Association, ‘the general practice in the case of export trade is for 
the exporter, whether of cereal products or of any other commodity, either to 
draw upon the consignee and sell his bill outright to the bank (in which case it 
will be forwarded to London or New York, or as the case may be, for collection at 
maturity, or for negotiation), or to borrow against the security of the bill of 
exchange which, in either case, comes into the possession of the bank. Or again, 
the arrangement may be that the consignee abroad opens a credit with the Can- 
adian bank in favour of the Canadian exporter, and in this last-named instance 
also, the exporter secures payment from the bank after consigning his goods, 
upon surrender of the bill and documents. 

113. “ Conversely, in the case of payment for imports into Canada, the im- 
porter may purchase from the Canadian bank a draft in favour of the consignor 
abroad; or he may borrow on the security of the goods imported, or upon his 
general credit and remit; or, by arrangement between the Canadian consignee and 
the consignor abroad, a credit may be established in the Canadian bank in favour 
of the consignor, who will in that case draw upon the Canadian bank (either at 
sight, or with a specified time limit) and either sell the draft with documents to 
a branch of the bank abroad, or sell it to his own bank, and leave the final 
settlement as between his own bank and the bank in Canada. 

114. “It should be added that, by means of its branches [or connections] 
abroad, the Canadian bank is endeavouring at all times to foster Canadian trade; 
and that, through these branches and otherwise, it has assembled and keeps up to 
date a large body of credit information, which is at the disposal of Canadian 
exporters.” 

115. We insert here a table of the foreign branches of the Canadian banks. 
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TABLE 7 
NUMBER OF BRANCHES OF CHARTERED BANKS OUTSIDE OF CANADA AT END 
1932 
Se ———— LL 


, : New- South and 
= i United United West | European 
Name of Bank Kingdom | States oe Indies 2 | Countries oe Total 


Bank of Montreal............ 2 3 UME ee. dace 1 v4 3 
Bank of Nova Scotia......... J & 12 OOP ae tins Soke Meee en eS Crk 39 
Canadian Bank of Commerce 1 D 3 Es ge i sh an Sag 2 15 
Royal Bank of Canada....... 2 1 5 52 Vs 29 91 
Dominion,Banke: Was eae 1 EY er a Gee oo Mn MERE Et (MMPs sochmdee sr st nee oe Rene os 
Banque Canadienne Nationaiel ns hes febemeg oealiivins pasate sa antes ey aa 1 

WGA Ls coc eenees, Dab eee 7 iss 20 79 4 33 161 


1 Including St. Pierre and Miquelon. 
2 Including Cuba and Puerto Rico. 


116. The Foreign Exchange Market.—The foreign exchange market in Can- 
ada is chiefly concentrated in Montreal and Toronto. Almost the only dealers 
are the chartered banks, but in the former city there are six brokers, while in the 
latter there are two, who act chiefly as intermediaries between banks for a com- 
mission. Hach bank has a foreign exchange department, in which are concen- 
trated the supply of, and demand for, foreign currencies. As far as possible each 
bank sets buying orders against selling orders, and then enters the local market 
in order to sell or to buy according as they are over or short. If the local market 
cannot absorb all the orders, and it seldom can, then recourse is usually had to 
the wider markets of New York and London, but chiefly New York. 


117. The total turnover, including all usances and forward exchange, varies 
widely from day to day and from year to vear, but, from the estimates supplied 
to us, it has in recent years amounted to a rough daily average of £350,000 
sterling and 4,000,000 United States dollars. Owing to the “ marrying” oper- 
ations carried out in the respective foreign exchange departments of the banks, 
the turnover dealt with in open market (local or foreign) is reduced in normal 
times to about 50 per-cent of the total sterling turnover, ‘and to about 30 per cent 
of the United States dollar turnover. In the present conditions of rate instability, 
the banks are naturally averse from taking a position and the proportion dealt 
with in open market is larger, namely about 75 per cent for sterling, and 50 per 
cent for United States dollars. The Canadian market is narrower and less active 
in sterling than in United States dollars, partly because in general the supply of 
sterling is greater than the demand and often the banks are all sellers of sterling 
whereas they are usually dealing both ways in United States dollars. The com- 
mon practice, therefore, is to sell sterling for United States dollars and sell the 
ae New York dollars for Canadian funds over the New York-Montreal 
exchange. 


118. The London and Montreal markets are only open together for some three 
or four hours daily, while New York and Montreal are in connection throughout 
the whole day. Partly in consequence of this difference in time, but chiefly 
because of the narrow local market for sterling, it is hardly ever possible for 
arbitrage transactions to be carried out on the same day which involve a three 
cornered transaction including London, Montreal, and New York. On the other 
hand, it is to be observed that the very close touch (telephonic as well as tele- 
graphic) existing between Canada and New York, and, to a less degree, London, 
does enable the Canadian banks to operate at finer rates than would be possible 
if the local market only were available. 
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119.. Because of Canada’s large area, the remoter parts do not necessarily 
obtain their rates at the same time as they are quoted in the financial centres. 
Branches in the large centres are in continuous touch with Montreal and Toronto, 
and rates are advised as occasion demands. Medium sized branches receive rates 
by telegraph or telephone from the foreign exchange department daily, and 
more frequently if market variations and local conditions require it. Small 
branches receive daily, or otherwise as mail facilities permit, a rate bulletin, 
which is mailed from distributing centres strategically situated throughout the 
Dominion. The distributing centres receive the rates by telegraph. The spread 
between the buying and selling rates in all these cases depends to a large 
extent upon the state of the market at the time when the rates are sent. The 
spread in the case of those branches to which a mail bulletin is sent, is usually 
wider than that in other classes because of the greater risk involved of the 
rate becoming adverse before transactions can be completed. 

120. There is keen competition between the banks for short term documentary 
produce and grain bills, which are purchased on the basis of the London and 
New York market rates of discount, a concession being made in some cases in 
anticipation of the bills being paid under rebate. 

121. In the present period of exchange instability the banks encourage the use 
of the forward exchange market which they are enabled to do because of the 
close touch maintained with London and -New York. 

122. Competition—We have now completed our survey of “such trade gen- 
erally as appertains to the business of banking.” (Bank Act, Section 75, (1) (d)). 
The banks state that there is a high degree of competition among them in the 
services rendered by branches to depositors and borrowers and in investment and 
foreign exchange transactions. If a would-be borrower fails to receive accom- 
modation from one bank he may go to another. Even between branches of the 
same bank a degree of competition exists. Each branch manager endeavours to 
run hig branch as successfully and profitably as possible. Only in the field of 
interest rates have we found some evidence of common policy. 

123. The Canadian Bankers’ Association is the recognized medium for cor- 
related measures on the part of the banks. The origin of this organization, which 
has no exact counterpart 1n other banking systems has already been described in 
the preceding chapter. Its declared objects were to “ watch legislation and court 
decisions relating to banking, to protect the interest of the contributories to the 
bank circulation redemption fund, and generally to guard the interests of the 
chartered banks; also to promote the education and efficiency of bank officers 
by various means.” (Canadian Banking by Sir Edmund Walker, page 31). 
In the third year of the Association its Journal, now well known, issued its first 
number. 

124. The Association is chiefly concerned with the note circulation of the 
banks, the organization and operation of clearing houses. There is no attempt 
to formulate what in Great Britain or the United States would be called 
“monetary” or “banking policy.” Each bank is autonomous and determines its 
own policy, but policies and other matters are discussed informally by the chief 
executive officers of the banks at meetings of the Association. 

125. Note Isswe—Every chartered bank is permitted under the Bank Act 
(Sections 61 to 74) to issue its own notes in denominations of $5 and multiples, to 
the limit of its paid-up capital, plus the amount of its deposits of gold and 
Dominion notes in the central gold reserves. These reserves are held in Mont- 
real, and each bank, as occasion requires, may keep on deposit an amount in 
excess of its circulation requirements, so that bank notes may be issued on demand 
within the provisions of the law. The Dominion imposes a tax of 1 per cent on 
the amount of notes in circulation up to the amount of the paid-up capital of 
each bank. 


73270—33 


36 ROYAL COMMISSION 


126. The central gold reserves are administered by a board of trustees, four 
in number. Three are appointed by the Canadian Bankers’ Association, with the 
approval of the Minister of Finance, and one by the Minister himself. During 
the crop-moving season, i.e., from the beginning of September to the end of 
February, the banks may issue additional notes up to 15 per cent of their unim- 
paired paid-up capital and reserves. Interest at 5 per cent per annum 1s charged 
by the Government upon the amount of notes so issued. As the banks have 
recently been able to secure Dominion notes under the Finance Act at a lower 
rate than 5 per cent, and to deposit them in the central gold reserves, the EXCESS 
circulation provision has been availed of only to a small extent. The limit of 
the amount of notes that may be circulated by any bank is therefore dependent 
upon the paid-up capital of the bank, the amount of gold and Dominion notes 
available for deposit in the central gold reserves,-and, in addition, the excess 
seasonal issue referred to. 

127. Bank notes are not legal tender; they constitute, however, the greater 
part of paper currency in denominations of five dollars and over in use in Canada. 
Dominion one and two dollar bills and a few twenty-five cent notes provide the 
paper currency of smaller denominations. The following Table shows the paid- 
up capital of the banks and the amount of notes in circulation at the dates 
indicated— 


TABLE 8 


STATEMENT OF BANK NOTES IN CIRCULATION 


Excess issue, 
if any, under 
Bank Notes Deposits in | Sec. 61, ss. 16 
—. in Paid-up Central Gold (15% of 
circulation Capital Reserves combined 
paid up 
capital and 
reserve) 
$ $ $ $ 
Dre y LOZ < Aeros Vay el. Se ete eee | ee ean 174, 658,110 125,361, 251 57, 652, 533 
CSLPSES Cue A TARAS LI RG! UI Cael TS A 180, 246,825 123,409, 130 65, 602, 533 2,308,027 
SUING MODE ir MyM hie Riek yeahh es Mace ke 171,396, 223 121,909, 560 62, 252,533 
re) Se, RS LR COPAY) RL AMEE ALOR ae RA LEVER ih 165,672,143 | 121,909,560 60, 702, 533 490,958 
apy MODS site i at citi Ph rect aaa 163,146,336 | 120,164,660 55, 902,533 
Ce lone CTEM Ts gata aaa’, Noa eae haa aa 173,891,566 | 116, 164,660 71,060,332 334, 148 
GMO FODG Truly ils, se ite kD Bk ee ek ae 166, 371,587 116, 164, 660 63,310,332 
Seer ere VA CH asec ater sate etal eter ae sce ee a Mite Rim EU 175, 083, 324 117,164, 660 68,810,332 463, 222 
TN LO ame ask Cals) Daa ik le haa AA UO 177, 611, 562 122,392,510 67,420,332 
Oe ete Mare tees each Wed SLM URE UR eee ER EL CRS eat 182,747,049 | 122,764,660 74, 045,332 417,028 
PUGS ADDS. VAM ol also We ii aS ats 183,379,487 || 122,764,660 71,030, 866 
2) MEAG EEE il Na A a 186,086,685 | 123,667,285 78,730, 866 870,622 
MUG OD Me ied. eth a Rega eB hc cold e  A 186,870,718 || 139,127,855 60, 530, 866 
CU aI ren Lge Umn ane Nata, A MUSH a Mercato aa Wane 175,496,699 | 142,901,350 56, 080, 866 460, 853 
PUTO CL ORO: Sine my a cape emi ye Lue Aoi) Me 165,953,624 | 144,717,301 46,330,866 
CoCo ire a erate tala ang! cole a eRe ot te eee Monae er atee 148,017,056 145, 024, 560 32, 580, 866 
PEER ES SAME RI SOO SOR SEAMEN. CARE MOU Gee 142,558,937 || 144,500,000 27,730,866 
OAM UIA SIRE ES As ah AM 8B ar a a 141,013,382 || 144,500,000 20, ¢al, (on 319,089 
ABT uh 8 ORR USPS SARE BRD PALER CIE SAEALTOAN A BRIM ORIN 136,295,915 | 144,500,000 22,881,732 
SO aera isllerey sel ete laiia cechacetee cs lave laietes tuaeae as Gala satis 127,074,824 144, 500,000 19,881, 732 
DBE REG SG chs pl bisa’. aici s dl sith lagu Wicuat erates: obey he 137,742,040 144, 500,000 21,181, 732 
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128. The bank note issue is closely controlled by the Canadian Bankers’ 
Association. The printing, delivery and destruction of bank notes, as well as the 
destruction of plates, is under its supervision. 

129. Bank notes constitute a first lien on the assets of the bank. The banks 
contribute 5 per cent of their average annual circulation to the bank circulation 
redemption fund. This fund forms part of the Consolidated Revenue Fund of 
the Dominion Government, and the banks receive 3 per cent per annum on the 
amounts contributed. The fund is available to make good any losses which 
holders of the notes of a failed bank might otherwise sustain. 

130. Bank Clearings.—The Canadian banks have developed a highly efficient 
clearing system through the establishment of clearing houses and the organization 
of the central clearing fund. 


131. Under the regulations of the Canadian Bankers’ Association, as approved 
by the Treasury Board, clearing houses have been set up at thirty-two points, 
as follows:— 

In Nova Scotia—Halifax. 

In New Brunswick—Moncton and Saint John. 

In Quebec—Montreal, Quebec and Sherbrooke. 

In Ontario—Brantford, Chatham, Fort William, Hamilton, Kingston, Kit- 
chener, London, Ottawa, Peterborough, Sarnia, Sudbury, Toronto and 
Windsor. 

In Manitoba—Brandon and Winnipeg. 

In Saskatchewan—Prince Albert, Regina, Saskatoon and Moose Jaw. 

In Alberta—Calgary, Edmonton, Lethbridge and Medicine Hat. 

In British Columbia—New Westminster, Vancouver and Victoria. 


132. The results of the daily clearings are reported by telegraph from the 
regional centres to Montreal; and the net debits or credits of the day, for each of 
the Canadian chartered banks, are settled before one o’clock on the same day in: 
Dominion notes. For this purpose the banks maintain in Montreal a central 
clearing fund; each bank keeping in the fund an amount of Dominion notes to 
meet debit balances. 


2. THE CANADIAN MONETARY SYSTEM 


133. Canadian legal tender money consists of the following:— 


Legal Tender to any Amount. 

1. Gold: The British sovereign and any other current British gold coins. 
The Eagle ($10) of the United States of America, the Half-eagle 
($5) and Double-eagle ($20). Canadian gold coins, which have been 
minted in denominations of $5 and $10. 

2. Dominion Notes, which may be issued in amounts of 25 cents, $1, $2, 
$5, $500 and $1,000, and also $5,000 and $50,000 for use between 
banks only. 

(Under the Finance Act the Governor General in Council may in emer- 
gencies, real or apprehended, authorize the chartered banks to pay 
out their own notes as “sufficient and valid tender.” Otherwise the 
notes of the banks are not legal tender.) 


Limited Legal Tender. 

1. Silver coins, which are issued in pieces of 50, 25 and 10 cents and form- 
erly in pieces of 5 cents, are legal tender to an amount not exceed- 
ing ten dollars. 

2. Nickel coins, issued since 1922 in pieces of 5 cents, to an amount not 
exceeding five dollars. 

3. Bronze coins, issued in pieces of 1 cent, to an amount not exceeding 

twenty-five cents. 
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The following Table 9 and graph show over various periods the Dominion 
notes outstanding and gold held; Table 10 shows the circulating media in the 
hands of the general public. 


TABLE 9 


DOMINION NOTES OUTSTANDING! AND GOLD RESERVES AS AT JUNE 20, 1891-1938 


—— 


Amount 
issue Per- 
Small Large Amount under centage 
notes, notes, Total borrowed Dom Gold of gold 
Year $1, $2, $4, | $50, $100, notes under Notes Act | reserves reserves 
and $5, |$500, $1,000 out- Finance and to notes 
an and standing Act special out- 
frac- $5,0003 war legis- standing 
tionals? lation 
$ $ $ $ $ $ pic 
TUSLCN e a R 6, 768,666} | 9,407,650). 16,176,316) .0.......08% 16,176,316] 3,887,027 24 
SOG ain ci ice tee 7,377,096] 12,995,100} 20,372,196}............ 20,372, 196 8, 758, 252 43 
190 SS Le 10, 158,659] 17,739,850) 27,898,509)............ 27,898,509] 14,557,074 52 
ONG ee ea OF a8 14,630,427] 35,311,000) 49,941,427). 2...0.5. 00. 49,941,427} 29,013,931 58 
ROME eaten 19, 8374 S45 79, 4715000) * 99, 3083945) sta as 99,308,945) 78,005, 231), 79 
AG ei sie es erie 27, 283,425] 148, 213,750] 175,497,175 450,000} 175,047,175) 114,071,032 65 
5 U2 a ena te 34, 403,934! 234, 365,250] 268,769,184] 74,879,375] 193,889,809] 83,854,487 31 
OD Oi scr ee Guy 382,512, 264} 143, 200,650} 175,712,914] 19,800,000) 155,912,914) 94,999,480 54 
OO GSE CARE aa 383,845, 764) 143,160,150) 177,005,914} 15,950,000) 161,055,914) 105,700, 181 60 
Oe Rr oecnaxe 35,051,707) 165, 703,650] 200,755,357| 57,250,000) 143,505,357) 80,756, 302 40 
TAU AS Same ARIS 387,159,176} 172,803,650} 209,962,826] 88,700,000) 121,262,826] 58,931,581 28 
OB erecsce sees 37,029, 483} 137,189,150] 174,218,633] 49,700,000) 124,518,633} 65,719,661 38 
OR Bah ice ae 35, 288,353} 110,028,650] 145,317,003] 138,500,000} 131,817,003] 70,534,481 ‘49 
TRU a 38, 586, 870} 129, 686, 650} 168,273,520] 40,500,000! 127,773,520) 64,849,441 39 
OGG aa ois 6 cas 38, 194,408} 146,232,650] 184,427,058] 51,944,000) 132,483,058} 69,271,565 38 


1 Includes Dominion notes in the Central Gold Reserves as security for bank note circulation. 
2 Includes provincial notes amounting to $32,857 in 1890 and reduced to $27,588 on June 30, 1933. 
3 Includes issue of $50,000 notes, 1918-1933. 


TABLE 10 


CIRCULATING MEDIA IN THE HANDS OF THE GENERAL PUBLIC, CALENDAR 
YEARS 1901-325 


(Norg.—Includes till money in the hands of the banks) 


Dominion Totals 
; y Bank Notes,? aoe 
Year Silver! Nickel! Bronze! A $1,°2, 4,5 
Notes me nf ‘ Pic Index No. 
: A moun i per 
fractionals capita capitas 
$ $ $ $ $ $ $ 
1901.... RSPAS ARS Pixs 4 RS WATIOIE Ts HMI ts 676,429} 50,601,205) 10,595,169} 70,152,727 13-06 106 
1906... DZS Bo ln ager et niny 832,429} 70,638,870] 14,797,483] 97,564,017 15-74 128 
TOMA. bE TSG F0, 66S! Ailoed Ale. 1,021,628} 89,982,223] 21,497,429) 128,171,943 17-78 145 
1916.... 194768, O89). ts aol, ie 1,323, 234] 126,691,913) 27,857,543) 175,640,779 21-94 179 
ae | COP OEEE OOGL . cicdus eee Nueces 1,956,326} 194,621,710] 33,825,582] 258,748, 277 29-44 240 
1926.... 27, 433, 463 564, 865 2,043,833] 168,885,995} 32,675,174! 231,603,330 24-51 200 
1927.....| 27,104,534 813,784 2,080,196] 172,100,763} 33,689,474] 235,788,751 24-47 199 
1928.... 27,737,963 1, 063, 627 2,171,657] 176,716,979] 35,093,625} 242,793,302 24-69 201 
1929.....| 28,638,195 1, 330, 498 2,290,789] 178,291,030] 386,811,966] 247,362,478 24-66 201 
1930.....]| 28,562,330 1,494, 525 2,297,405} 159,341,085} 36,431,368] 228,126,713 22-35 182 
1931.....] 28,706,348 1) 775, 139 2,346,054] 141,969,350] 36,465,462] 211, 262,353 20-36 166 
pb! ei AB 28,853,740} 1,939,923) 2,558,962) 132,165,942! 38,788,027) 204,306,594) 19-45 158 


1 Figures supplied by the Mint as at Dec. 31 of each year, are the net issues of coinage since 1858. 


2 Yearly averages. j : z 
3 Dominion notes of larger denominations in hands of banks are not: included, but provincial notes, 


amounting to $27,594 in 1932, are included. 
4 Per capita circulation in 1900 is taken as 100. 


5 Taken from Canada Year Book 1933 p. 889. 
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134. Under existing legislation relating to the issue of Dominion notes, 


$50 millions may be issued against a reserve of 25 per cent ($12-5 
millions) held in gold (Dominion Notes Act, R.S.C. Chap. 41.) 

$26 millions were issued during the war for special purposes, against $16 
millions of which specified railway securities guaranteed by the 
Dominion are held. (Statutes of Canada: 5 George V, Chap. 4.) _ 

Dominion Notes may be issued under the Finance Act (R.S.C. Chap. 70) 
to the chartered banks and to the banks to which the Quebec Savings 
Banks Act applies against such securities as are specified in that Act, 
no gold being required. on 

All other notes issued must be backed dollar for dollar by gold. (Dominion 
Notes Act, R.S.C. Chap. 41.) 


The Finance Act 

135. The relevant provisions of the Finance Act require further explanation. 
We have in a previous chapter explained the operation of the statute as an emer- 
gency measure. In normal times the Minister of Finance may make advances 
of Dominion notes to the chartered banks and to those to which the Quebec 
Savings Banks Act applies upon the pledge of: 


(a) Treasury bills, bonds, debentures or stocks of the Dominion of Canada, 
Great Britain, any province of Canada, and of any British possession; 

(6) Public securities of the Government of the United States; 

(c) Canadian municipal securities; 

(d) Promissory notes and bills of exchange secured by documentary title 
to wheat, oats, rye, barley, corn, buckwheat, flax or other commodity; 

(e) Promissory notes and bills of exchange issued or drawn for agricultural, 
industrial or commercial purposes and which have been used or are to 
be used for such purposes. 


136. Such securities must be deposited by the borrowing bank with the Min- 
ister of Finance or with an Assistant Receiver General. The Treasury Board 
determines the rate of interest upon the advances and is empowered to make regu- 
lations regarding the terms and conditions of the deposit of the securities. 
The Treasury Board consists of the Minister of Finance and five other ministers 
nominated by the Governor in Council (at present the Ministers of Justice, 
Trade and Commerce, Railways and Canals, National Revenue, and Marine), 
with the Deputy Minister of Finance as Secretary. 


137. All advances under the Finance Act fall due on 1st May of each year, 
and shortly before that date each bank may apply for the renewal of any amount 
outstanding and for a “line of credit” to cover anticipated or possible require- 
ments during the ensuing year. By Treasury Board minute, authorization is 
given for advances to the several banks of such amounts as the Board may 
consider advisable. 


138. By the present regulations no margin is required upon advances against 
Dominion securities, a margin of 10 per cent of market value is required on 
Canadian Guaranteed, British Government and United States Government 
securities, 15 per cent on Provincial securities, 20 per cent on municipal securities 
and 25 per cent to 35 per cent on promissory notes and bills of exchange. The 
securities deposited on 15th September, 1933, were: 


Dominion ‘of Canada: Securitios (2o.)0es. cits bios 2o a ae $161,045,000 00 
Securities guaranteed by the Dominion of Canada.............. ,677,000 00 
Provincial Peeuritiee. <5 2 s,s /s.0b ses ale diauete in ccalale > aceniciiaeeeenans 39,895,223 43 
Mormiteipal “Securities. vil 2. 5s. ca gteetedte » bw olen sa ® 6 esc ee 8,630,000 00 


$214,247,223 43 
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139. The rates of interest which have been charged are shown in the sub- 
joined table: 
TABLE 11 


RATES OF INTEREST CHARGED TO BANKS UNDER THE FINANCE ACT 


Period Rate 


Tole CTO: Ty loeer ss eV es he Oke Se ee 5%, except that under terms of Order in Council of 
October 20, 1917, 33% was charged on Imperial 
_Lreasury Bills. 


POV LU oe HOMUMOW LO PLOT sue ek sind odie Meas, 41g, 

PNGY 71 1 Oa, 00 OCC Ty T0287 oe le | ae 4%, 

BTSs ee BO ee Oth ra Po Nh ide et R 33%. 

SURG Os 1p LO MO NbT 1s 1028) Vl eel Oe ne 5% except on advances against 4% Treasury notes 
on which the authorized rate was 32%. 

POPE M Er 1075, tO Wee: 2O,haIOL SIO ee 43% excent on advances against 4% Treasury notes 
on which the authorized rate was 32%. 

WCCHZO asl. tO May 12, NOS ee eed OER SV: 

WPA Via COP NAMIE MOSSE. oes cco se suites hives oe oe the 34% except from Oct. 15, 1932, to Nov. 3, 1932, 


when on advances secured by 4% Treasury Bills 

dated Oct. 15, 1932, the rate was 24%, and from 

Nov. 1, 1982, when on advances secured by 4% 

; 2-year notes dated Nov. 1, 1932, the rate was 3%. 

WIRY Te sa) COWIAUE os ss ck beets weeds hey 24% except on advances secured by 4% 2-year notes 
dated Nov. 1, 1932, for which the rate is 3%. 


140. The amounts of Dominion notes borrowed by the banks under the 
Finance Act are shown in the two following tables: 


TABLE 12 


ADVANCES UNDER FINANCE ACT—HIGH AND LOW BY MONTHS FOR YEARS 
1927-1933 INCLUSIVE 


High Low High Low 
1927 1928 
Oe Bee id ate le sag das 11,500, 000 Nil JANUATY . USHRNEM HE eh Gis o'cee 32,500,000) 10,000,000 
TE UNTER IY Bak <b sos n wa ote. 16,500, 000 Nil FODIMATVs <anereik Oe cain 28,000,000} 7,500,000 
UE NAL ee SSS ane NS Oo 12,500,000) . 2,500,000) March .,5..9:90) 120. vate: 36,000,000] 14,000,000 
PTR cers sabes pin» als) 20,800,000} 6,500,000)|April.................008- 36,000,000} 19,500,000 
DA aera nth il Acreialeiha de ale» 20,800; 000!) 7,300; ODI May so. o. ok ca tars ws oo aicants 47,000,000} 15,250,000 
BT RE eee A 15,950; 0001; 85700, OOO) Sune co ae es eae «wis wees 57,250,000] 29,750,000 
daly Paces ek rs esse ate 17,060, 000) 12,950, 000) July isos. 04h eres oe dtneb 64,130,000) 45,750,000 
SAU SUSE fectar cd ate e scale ens 29,950,000} 13,150,000);August................... 64,130,000} 47,130,000 
Bente Deru. sees. ss ces 22,750,000} 10,950,000)|September................ 54,630,000! 38,630,000 
Octoberi, «3 5i.. Lietystt sts 30, 750,000} 10,750,000||October...............06. 73,550,000] 41,130,000 
NOVOMUDET Fotos. ae a 30,750,000} 10,500,000} November................ 66,550,000} 42,050,000 


PIOCREROE co wks vind oa bo 0.4 32,500,000! 7,500,000] December................ 72,550,000) 30,050,000 
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Tasip 12 


ADVANCES UNDER FINANCE ACT—HIGH AND LOW BY MONTHS FOR YEARS 
1927-1933 INCLUSIVE—Cone. 


High Low High Low 
1929 1931 
JANUBTN ose eae 70).500, ODL Cp 00D OO Ria s7 5.2.0 cicscu kasd eatin ascusouduessces 13, 500, 000 500,000 
F @bruary..wicceith hse cules 71,500, 000! » 48,500,000!) Augusti oo 5 vids ocd. ase ee ve 6,500, 000 500,000 
NLAPOR.: 23050 Cees Ae 83,500,000} 51,000,000||September................ 19,500,000} 1,000,000 
ADEA ies cits ouree en kta nae 84,000,000} 51,500,000}|October.................- 24,500,000; 9,500,000 
May vrlvar news T edb eas 75,550,000} 41,500,000}| November................ 66, 500, 000 17,500,000 
SUDO Ewes ied’. SIS Anchladie 88,700,000} 538,550,000]|December................ 49,000,000} 8,750,000 
DUE ees cc see Geek see 88,700,000} 50,950,000 
Asimiating..\. awaits ieee 77,400,000} 55,200,000 1932 
Septenrber. :.«.issiessiag. 3 79,400,000} 48,400,000||January...............08.- 49,000,000! 27,500,000 
Oetobers.: .') ck eres 90,150,000} 54,150,000)|February................. 36,500,000} 15,000,000 
INOVERTDON, cuss cee Seeman 112,900, 000: 26; 150, 000)| Marel.c. co. occ ence an cn san 32,000,000} 15,500,000 
December... aden 112;000,,000) 4.42700, 000) | April) soccer. Sera. 27,500,000} 15,000,000 
1 A, eae gaia aa 29,600,000} 10,500,000 
1930 
UNO. 6} ho. Wiad wee 40,500,000) 17,500,000 
DAMUATY toes snes ceases 82,700,000} 31,700,000 
LA ee creed ARIS AO Aeeaeeee 40,500,000} 24,500,000 
MBB TUALY Ras + cisis's «as soaks 44,700,000} 11,700,000 
ANTS rales Goole hae 29,000,000} 13,500,000 
WEBTOIN Betis oils hd Sees Se 50,200,000} 15,450,000 
September hid. sees. 23,000,000} 10,000,000 
DATURA Ladies pent eas atecericgencnied 49,700,000} 17,200,000 
CSLGDET See ore Ve ee 27,500,000} 12,000,000 
MA hake cial: . seer cic hie ake 45,200,000} 14,700,000 
AN ONT ARES eh os See Dera k 65,144,000} 27,344,000 
GUMS, aby ait Ease en os nee 49,700,000! 13,700,000 
December Stes. 57,488,000} 35,944,000 
LB EEE Fes ace, 3 oso a SUP oleh s 49,700,000} 13,950,000 
Atiouet i, ei: eS ann 24,200,000 700, 000 bis 
| 
Septemberts.)..... ses eee 24,200,000 700, 000 
JAnGATViGiM eos a ees 57,488,000} 37,444,000 
Octeber!, mee won 28... 22,700,000 700, 000 
EB@DEUSTY 4 cscs ee tone ee 41,944,000} 35,244,000 
November........ UP ee 38, 700, 000 700,000 
Ii hate} eR Semtiss, ULMER: 48,444,000} 35,944,000 
Mecenaber. {04MM Ak ks 21,000, 000 614,000 
VCs o ait pean by WIRE OCS ANGE oh 39,344,000} 36,944,000 
1931 MANA Sods Paw taaee ce he 42,344,000} 37,444,000 
ERO EEH atk Atay Neha lh) <lesecgh Al 24,000,000) #2, SOD sOUU Ime ie se baci as etiiule wit 51,944, 000) 40,844,000 
P@DEGATV. oFs cin. shane ak 2 12, 500, O00). (dy ODO 200 alive? toc. Sint. Sates eS 51,644,000} 46,244,000 
Margi’: 2. sors eee ths 8,500,000 Nil Aros cn Poaceae dee lece Reta e etal cee 
Ame ee se er 11,000,000! "“"Nil WlSentember}.....-..015. uh. ee ee P 
WEOW urs Aceh mite cate ae ee 10, 500, 000 Nil OLDER s,s: state's w. s\n: wiaaiore’ he Miata crane a ee 


PONG Ss as de Vuk ne be 13,500,000 500, 000/) Novem ber}, ...:. ¢s.cenahaihetas ss aus. Dene Cee eee 
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TABLE 13 


ADVANCES UNDER THE FINANCE ACT 


Montuiy AVERAGES or Dainty ADVANCES 


43 


_— 1927 1928 1929 1930 1931 1932 1933 
$ $ $ $ $ $ $ 
January........ 1,420,000 | 14,120,000 | 57,642,300 | 41,680,800 | 6,153,800 | 31,020,000 | 40,373,200 
February...... 2,187,500 | 12,460,000 | 49,604,200 | 18,595,800 | 2,187,500 | 22,556,000 | 35,656,500 
March.........| 6,425,900 | 19,407,400 | 57,740,000 | 21,488, 500 903,300 | 17,700,000 | 37,110,700 
Aprilia: 10,185,400 | 23,276,100 | 57,520,000 | 22,470,800 | 3,083,300 | 18,465,500 | 37,500,500 
May.. ...| 11,578,000 | 31,386,500 | 54,878,800 | 24,950,000 | 3,100,000 | 13,844,000 | 39,370,900 
JUNO Lee cae | 12,120,000 | 35,830,000 | 60,747,900 | 22,158,300 | 1,660,000 | 25,040,000 | 43,520,000 
ulceo. Ve tis. . 14,654,200 | 51,380,700 | 50,411,500 | 24,430,800 | 2,346,200 | 28,748,000 | 48,552,000 
PUGUSh a oupd : 15,483,300 | 52,194,800 | 60,029,600 | 8,881,500 |} 1,430,800 | 18,633,300 
September....| 14,070,000 | 42,838,300 | 55,941,700 | 2,580,000 | 3,440,000 | 13,040,000 
October....... 14,711,500 | 47,335,200 | 61,601,900 | 9,477,800 | 18,269,200 | 13,764,000 
November....}| 14,666,000 | 49,770,000 |} 68,120,000 | 3,741,700 | 22,000,000 | 36,575,900 
December..... 12,826,900 | 39,591,700 | 52,316,000 | 2,858,600 | 20,355,800 | 39,699,500 


141. Bank Deposits——Bank deposits subject to cheque furnish much the most 
important medium of exchange in Canada. An accompanying table shows the 
proportion for five year periods since 1871 which deposits in chartered banks 
of the Dominion have borne to the notes issued by those banks. 


TABLE 14 


PROPORTION OF DEPOSITS IN CHARTERED BANKS TO NOTES ISSUED 


Proportion 

Bank Notes Total on which Total 
Year in Deposit! Deposits bear 

Circulation! to Bank 

Notes 

$ $ 

Parimererert.: FYE Geer or chrey rsh eat. Et Shed ae. te 20,914, 637 56, 287,391 2-7 to 1 
Peper Wd te brie etl ll bet a, cele tee op ee eh 21, 245, 935 72,852, 686 S41 
ON he tl ae ig Salle Ea Seely SE RM Sel lana Ue On og ae 28,516, 692 94,346,481 a | 
ere eeere. 290 )c SE tS ee are OEY Po) Se oe een 31,030,499 111,449,365 3 64st + I 
UT LS SRG SMR ge ee Ce COR Le See ee oe Na 33,061,042 148, 396, 968 An 5 J 
ee ere eee ae ee eS ELEN de Se yn eat eee gs 31,456, 297 193,616, 049 Ga. ee 
Sore meri eee. Siae SEL Oe. OC TOShe. Baas thle.. 50,601, 205 349,573,327 6-9 “ 1 
UIQ OG oy Rca per neeaile r teel: BARE 5p anti An eae ne RAO hair Sage OES acai 70,638,870 605, 968,513 S Geko 1 
PROPER Cc Neel: UTR Lee oe hide. te eee oe em bl 89, 982, 223 980,433,788 10-9 “ 1 
LONG Ae. PO SOE ath. SPP E PRA aid. 126, 691,913 1,418,035, 429 Do ey 
TOA Sa. * NG RY PIN RR ae SORE Phe RUS Ea A eR CS ORR Ge CP ERAT Pe 5 1 194,621,710 2, 264, 586, 736 11-6. “ 1 
OS GM eee ae oR Rh opevk o.o a Macatee’ de art tims Sanctousicus alate 168,885,995 2,277, 192,043 Igo.’ 1 
POISEE SPAN MELA T LEPGR, tnt s AIRE ate Stet thi bnts Ca ettae ctdbace ts 141,969, 350 2,422,834, 828 Vie keaits 1 


1 Yearly averages. 


142. This proportion rose from 2-7 to 1 at the beginning of the period to 17:1 
to iin 1931. 

143. The amount of bank deposits is dependent upon a variety of complex 
economic factors which although of a non-monetary character, are of considerable 
importance. From an exclusively monetary standpoint the main consideration 
affecting the lending and investing policies of the banks is the amount of cash 
reserves which they consider necessary to carry against their deposit liabilities 
under any given circumstances, provided there exists a proper field in which 
to lend money or purchase securities. 
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144. If a bank receives from some new or outside source an increase in its 
“ cash reserves,” it will in the ordinary course of events proceed to make loans or 
to buy securities. The public receiving the proceeds of the loans or sales will 
deposit in the banks all that they do not require for hand-to-hand cash. Inso- 
far as these deposits are made in other banks, cheques will be drawn on the 
original bank, with the effect of diminishing its reserves and increasing those 
of its competitors. The latter, provided their cash position be already satis- 
factory, will then be in a position to make additional loans and investments, 
if conditions warrant, and this in turn will enable the public to make further 
deposits. Insofar as the loans and investments made by the original bank 
return to it as deposits, it will be in a position to make further loans or invest- 
ments. Through this process of lending, investing and depositing, the increased 
cash reserve is distributed among the banks and the volume of loans and invest- 
ments and deposits is increased by an amount several times greater than the 
amount of the original increase in cash reserves. A similar result may ensue 
if one or more banks should decide that their cash reserve ratio may be reduced. 
Conversely, the volume of deposits would be contracted if the bank’s cash 
reserves were reduced or if a bank decided that its existing cash reserves were 
too low. 

145. The cash reserves of the banks mainly consist of gold and Dominion 
notes. The amount of gold held in a country is dependent, when the country is on 
a fully effective gold standard, upon the balance of international payments and 
the resulting import and export of gold. When gold cannot move freely in and 
out of a country and its price rises to a premium over the legal price, the gold 
reserves in the country will depend upon the purchase of gold at the premium 
and upon the freedom of export if this is profitable. 

146. The banks’ reserves of Dominion notes are determined on the one hand 
by the amount of such notes issued under the various laws mentioned above 
and on the other hand upon the volume of Dominion notes required by the 
public for hand-to-hand circulation. The demands of the public for Dominion 
notes normally depend upon the current volume of wage payments and the level 
of retail prices. Over longer periods the extent of the demand also depends 
upon the changing habits of the public regarding the use of coins, notes, 
cheques, etc. 

147. The public demand for Dominion notes is not under the control of the 
banks notwithstanding the fact that banking policy may have an influence 
on the volume of retail trade. On the other hand it is possible, by the use of 
the facilities available under the Finance Act for the banks to vary the amount 
of their Dominion note reserves, subject to such restrictions as the Treasury 
Board may impose and within the limits and along the lines of generally 
accepted banking practice. 

148. The volume of deposits in Canada, from the monetary standpoint, 
depends upon the factors mentioned in the three preceding paragraphs, the two 
most important being the international gold movements and the borrowing under 
the Finance Act. 

149. Sir Thomas White, while concurring generally as to the effect which 
banking reserve policy may exert upon deposits, regards the treatment of the sub- 
ject of such deposits in this paragraph as incomplete and refers to his personal 
addendum to our report. 


3. OTHER FINANCIAL INSTITUTIONS 


150. Stock Exchanges.—The operations of stock exchanges in Canada are 
conducted under rules which are, in general, similar to those of leading stock 
exchanges in the United States. Settlements are on a cash basis and are made 
daily, as contrasted with British and continental settlement practice. Members 
of the stock exchanges act as brokers, buying and selling stocks on commission. 
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They carry stocks for clients on margin and periodically this class of business 
assumes large proportions. At times, also, brokers are holders of substantial 
credit balances of customers. A few of the large brokerage houses have invest- 
ment banking departments which buy from and sell to the public on their own 
account, but these departments are separately incorporated with limited 
liability. ; 

151. In general, new issues of stocks are not made through the stock 
exchanges. The prevailing practice is for the issuing company or a syndicate to 
offer them direct to the public. The principal stock exchanges will not list a 
company’s shares until a fairly wide public distribution has been made. We are 
informed that, in the case of the Montreal Stock Exchange, it is the practice, 
when additional issues of stocks already listed are to be made, to insist that 
immediate application be made for listing privileges and that the new stock be 
offered to shareholders on a pro rata basis before being offered for sale in any 
other way. 


152. Investment Bankers—A small number of the investment bankers act 
solely as brokers, but the great majority of them buy and sell bonds on their own 
account, that is to say they are dealers. They borrow on the security of their 
holdings from the chartered banks or trust companies and other corporations. 
The investor purchases securities which are generally owned by the dealer, 
whether they be old or new issues. During the past few years, however, the 
risks involved in the outright purchase of securities were. too great and syndi- 
cates of investment bankers were formed to sell as agents new issues on a com- 
mission basis. “ Underwriting” as practised in Great Britain is not common 
in Canada. Those who take a participation in an issue of securities generally 
distribute it directly to the public. There are no bond exchanges in Canada 
and the published quotations are obtained from individual bond dealers. 


153. Loan, Mortgage and Trust Companies—The Dominion Parliament has 
not exclusive jurisdiction over these institutions. Some operate under Dominion 
and others under provincial laws. The affairs of all such companies operating 
under Dominion statutes are subject to examination and supervision by the 
Superintendent of Insurance. 


154. The principal function of loan companies is the lending of money on the 
security of real estate. In addition to their capital they obtain their funds by 
the sale of debentures and by receiving deposits. Outstanding debentures and 
deposits form the main items included in the total liabilities to the public of 
$140,232,090, as quoted in the report of the Superintendent of Insurance for 
December 31, 1932. Of this total $107,757,261 represented the liabilities of the 
ten loan companies operating under Dominion charters and of two provincial 
companies all under the supervision of the Superintendent of Insurance. The 
amount of deposits included in the latter figure was $29,418,924. 


155. Trust companies engage in business similar to that of the loan companies 
and act as executors, trustees and administrators under wills or by appointment, 
as trustees under marriage or other settlements, as agents or attorneys in the 
management of estates of the living, as guardians of minors or incapable persons, 
as financial agents for municipalities and companies and, when so appointed, 
as trustees in bankruptcy. A very important function they perform is to act as 
trustees for the bondholders in connection with bond issues where assets are 
pledged. Some of these companies receive deposits, while all of them invest for 
the account of their clients, in short or long term loans which may or may not 
be guaranteed by them. 

156. Rural Credit Institutions——There are no complete statistics available 
regarding the amount of farm mortgage loans in Canada. Data collected in 
the census of 1931 indicated that out of a total of 654,241 owned and partly 
owned farms in the Dominion, 244,580 were mortgaged to the extent of 
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$671,776,500. (The figures disregard mortgages on rented farms numbering 
74,382.) Only a small proportion of the total farm mortgage indebtedness 1s 
owing to rural credit organizations. In recent years credit from. provincial 
government sources has been restricted owing to the difficulty of obtaining funds 
at a sufficiently low rate of interest and also because of the danger of embarrass- 
ment to the provinces by increasing unduly their indebtedness. 


157. A long term credit plan has been in operation in the provinces of 
Ontario (20-year plan) and Saskatchewan (30-year plan) for some years, and 
the outstanding loans in these provinces, according to the latest published figures, 
are approximately $45,000,000 and $15,000,000 respectively. The general rate of 
interest in Ontario has been 54 per cent and in Saskatchewan 64 per cent. In 
Manitoba a system of long term credit on a 30-year amortization plan was 
initiated in 1917, but was discontinued after the Canadian Farm Loan Board 
commenced operations in the Province. 


158. The Canadian Farm Loan Board, which came into being in 1929, makes 
loans to farmers at 64 per cent interest per annum and 7 per cent interest on 
arrears. These loans are made on a basis of repayment in a period of 23 years 
or 32 years. At the end of the last fiscal year, 3lst March, 1933, outstanding 
loans amounted to $9,482,000. So far the Board operates only in six provinces, 
namely, Alberta, British Columbia, Manitoba, New Brunswick, Nova Scotia and 
Quebec. 

159..In addition to the short term rural credit granted by the chartered 
banks, legislative provision exists for the furnishing of short term credit by the 
Ontario Agricultural Development Board and by the Provincial Treasurer, in 
Alberta. In Ontario the maximum short term credit granted has never exceeded 
some $350,000, and the Farm Loan Associations, through the medium of which 
these facilities are granted, have never played an important part in the field of 
short term credit. The rate of interest charged is 64 per cent, of which 1 per cent 
goes to the Associations to defray administration costs. In Alberta this type of 
legislation first came into existence in 1921. Under the original legislation 
societies were organized at local points each operating as a separate and distinct 
unit. Funds were obtained by the societies from the chartered banks which 
were in part protected against loss by guarantee of the provincial government. 
As a result of losses in a number of the societies a reorganization of the entire 
scheme was effected in 1931. A provincial corporation was established by a 
statute of the legislature of that year consolidating the various existing societies 
as members, the capital stock being contributed by the societies. While each 
society still retains as a unit its relationship with its members, it is required to 
contribute annually to a common sinking fund to cover any losses in any society. 
The rate of interest in Alberta is 74 per cent (of which 4 of 1 per cent accrues 
to the local Society) plus 4 to 4 of 1 per cent to provide the sinking fund. 


160. In Manitoba provision for short term credit was made by the legislation 
of 1917 with a stipulation that interest should not exceed 7 per cent, of which 1 
per cent should accrue to the local Rural Credit Society. An investigation into 
the management of these Societies was made in 1923, and subsequently large 
losses, both of principal and interest, were written off. The Societies are no 
longer managed by local directors, but by the central government authority in 
Winnipeg, and it is understood that no new business of consequence is being 
undertaken. The total loans outstanding, according to the public accounts at 
380th April, 1932, were $1,085,675. 


161. In Quebec, while there is no provincial plan of short term or intermediate 
credit, requirements of this nature are met in some degree by the facilities 
provided by the “Caisses Populaires” (Co-operative People’s Banks), whose — 
operations have been previously described. 
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162. Only one attempt in recent years has been made to supply intermediate 
eredit. The Dominion Agricultural Credit Company, Limited, was organized early 
in 1931, largely through the efforts of Mr. E. W. Beatty, with capital supplied 
by the railway companies, the banks, loan companies and insurance companies. 
Its purpose is to assist farmers in acquiring live stock. The authorized capital 
stock is $5,000,000, of which over $3,000,000 was subscribed, with 10 per cent 
paid up. Mr. H. O. Powell, the Vice-President and General Manager, in his 
evidence before us at Regina stated that the amount of capital paid up had been 
more than sufficient to meet the demands to date. He further stated that the 
Company asked for repayment of loans over a period of three years with interest 
at 6 per cent plus certain inspection fees. Loan applications are handled largely 
through local committees. Recently the Company has engaged in sheep raising 
on a profit sharing basis with farmers; the Company purchases and retains own- 
ership of the stock while the farmer provides pastures and care. 
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SOME ECONOMIC FEATURES OF CANADA IN RELATION 
TO THE FINANCIAL SYSTEM 


163. We propose in this chapter to draw attention to certain salient features 
of the economic situation in Canada possessing a special significance from 
the financial point of view, and to indicate some of the problems to which 
they give rise, in order that we may judge how far these problems can be 
adequately dealt with by the existing financial institutions of Canada as we 
have described them. 

164. Canada presents a number of prominent economic characteristics which 
determine the special nature of her financial problems. These character- 
istics are mainly:— 


. Excess production in relation to population; 
. Dependence on international trade; 

. Specialized production and local diversity; 
. Heavy cost of development; 

. The burden of debt, internal and external; 
. Relative economic instability. 
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165. It is important to have regard to the quantitative as well as to! the 
qualitative aspects of these features of the Canadian economy. For it is 
in part their magnitude that occasions the difficulties to which they give rise. 
We accordingly proceed to give some descriptive and statistical details 
regarding them. Canada is a country with an area of 3,690,043 square miles 
inhabited by a population of 10,376,786, or 3 persons per square mile, according to 
the census of 1931. 


TABLE 15 


POPULATION OF CANADA BY PROVINCES, 1931! 


Percentage 


Province Population of total Density? 

Prince-Ddward [sland sos. sols hone eae eas See ee Oe 88, 038 0-85 40-31 
Nova Scotia. nT enti Gal i OR, At atten MWe Se sierra LC Pa en eee 512,846 4-94 24-72 
New Brumewickyetss': bakin ee ae ee he ne See Coe tee poe Aen 408,219 3°93 14-73 
UC DECK aie Uae a Res Ok b uietr ee cael Ae Mme eer ke ea ge 2,874, 255 27-70 5-49 
Ontario i erent ey fe CO WOR Lee eR eee i Nite Fh ORR AR ee eT Uthat 1 3,431, 683 33-07 9-45 
WR aT is raat ale Gye) ae chs Ps OR rb a algae in Sey he 700, 139 6-75 3°19 
ABR ACOD OWA could attics tw st ciold Baa Meee oak ois Ve tees Bien a ee eae lee 921,785 8-88 3°87 
EDO RTA ahd Whe Se eich aH Rae aI R erase GR ROL ly A LEE: iat eae Uri Bata 731,605 7:05 2-94 
British Columintagit. ics ae By Sa aN aN ACU SOC a J 694, 263 6-69 1-98 
BS ever ale oa part etc ME A Ne Qe St ORC RUR as Maer eG: VHC I Cha C MORN R ine Fe 13, 953 0-13 0-01 

eA Rohs CON 202 | ire et Re ae ee eae ee 10, 376, 786 100-00 3-003 


1Taken from the Canada Year Book 1933, p. 102 and p. 106. 

* The density of population in 1931 (that is, the number of persons per square mile of land area) is of 
course affected greatly by the large northern areas included in most provinces. 

* The figure for all Canada, when the Territories are excluded, rises to 5-20. 
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166. Within her borders are immense and varied natural resources. The 
exploitation of these resources by an active and enterprising people has led to 
an output of commodities of many kinds greatly in excess of the consuming 
power of the existing population. 

167. In order to dispose of this surplus, Canada has necessarily to find 
markets abroad for a considerable proportion of her production. This is a feature 
which is common to all countries in process of development. Peoples engaged in 
the exploitation of natural riches must inevitably concentrate on the production 
and the early stages of manufacture of foodstuffs and raw materials, whilst 
the production of highly manufactured commodities is postponed. The latter 
must be imported and their cost as well as the interest and dividend charges on 
foreign borrowings must be provided largely by an export trade which must there- 
fore be on a commensurate scale. 


Table 16 shows the extent of the external trade of Canada. 


TABLE 16 
EXTERNAL TRADE OF CANADA! 


(In millions of dollars) 


Excess of 
Year ended March 31 Imports Exports exports (e) Total trade 
Excess of per capita? 

imports (i) 


ee  _ *" 


et a ta 560) aeiy psig lg dis, 5 eeh'e tose) oceiln 619-2 455-4 | (i) 163-8 137 
DO Ne Re ie oc acl oid aane iho s2bge +! Buw)ss lnsa's 9 eb BN! 919-7 1,268-7 | (e) 349-0 252 
Oe MRE ais AAs tales che SU «> ila «ele + 4 Sled ¢ Mp 927-3 1,328-7 (e) 401-4 237 
De ce lean «cite Wve: oa, oly, wate a alanslnses 1,030-9 1,267-6 | (e) 236-7 237 
WD eer e MEMS a ow 9 5's ois. 'm: g'b)0 vie vn a isso sia elects ain 1,109-0 1,250-6 | (e) 141-6 238 
Dera Pay Caio aves Folie als. 4% alin ss0.ds oo) riets elas tai eh 1, 265-7 1,388-9 | (e) 123-2 262 
DM Eas ce or Sho nose oles sais 8 ie, 8 wid dls Grad et a ws 1, 248-3 1,145-0] (Gi 103-3 240 
BE ERE Pes fake wie tee pets insce te Nd esaigee aun 906-6 817-0 | (i) 89-6 164 
Be MOET OE 158) Spa's ste ny e\'ale n.2 gitere!e: 41 ¥.o:raloiein. gene oilgte 578-5 587-6 | (e 9-1 110 
Dy te et i eT ahs a ID's & AWS egple 6d. wi 5, vip 8a wii 406-3 480-7 | (e) 74-4 83 


1Taken from the Canada Year Book 1933, p. 517. 
2This column is in dollars per head of population. 


168. Canada is not only a country of immense area but also of great diversity 
of natural features. The variety of her natural resources and conditions is 
reflected in a corresponding variety in density of population, in racial com- 
position and in the occupations of the people. The population by provinces 
and its density has been shown in Table 15. 

169. The Maritime Provinces, because of their situation and physical char- 
acteristics, have been settled by people of British and French stock who find their 
livelihood in fishing, lumbering and mixed farming. The St. Lawrence Valley 
became the heart of French Canada and permitted the reproduction there of 
the rural life of Normandy. Later the rich resources of mine and forest and 
the rapidly growing population attracted capital and promoted development. 
Upper Canada received some of the United Empire Loyalists and numerous immi- 
erants from the British Isles and the United States. This region of the Great 
Lakes, by its rich soil and temperate climate, encouraged the settlement of a large 
farming population which provided a domestic market for a growing industrial 
life. Thus central Canada has acquired to some degree the stability of 
economic life which arises from diversification of pursuits. Between this area 
and the Prairie Provinces there intervenes a barren tract of 800 miles which 
temporarily arrested the westerly movement of population. The offer of home- 
steads and the development of railways fostered the settling of these provinces 
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whose characteristics are sparseness of population, narrowness of occupational 
range and variability of return. Meantime, British Columbia had attracted 
the fisherman and the farmer, the miner and the lumberman and by its natural 
wealth induced the investment of capital. But the mountains separated British 
Columbia from the rest of British North America and this barrier was only 
surmounted at great cost. 


170. In a country of such variety it is inevitable that some areas should be 
limited in the range of possible occupations. Table 17 shows the distribution 
of the important Canadian industries by provinces. The prairies have naturally 
specialized in spring-wheat growing. The value of agricultural products in the 
three Prairie Provinces ranges from 32-8 to 57:9 per cent of their total pro- 
duction. In Ontario and in Quebec manufactured products rank highest with 
62-8 and 63-5 per cent of the total production. In New Brunswick agriculture 
and forestry account for 57-7 per cent of the total. 
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171. The cost of co-ordinating into an economic unit a country so immense 
in area and so diversified in character has necessarily been heavy. The dispersion 
of population and the specialization of the several areas have imposed on the 
Canadian people a serious burden in providing for the requirements of govern- 
ment, transportation and industry. Both physical and technical factors have 
made it imperative that the economic framework should be of a size which, in 
other countries, would have served a much larger population. The optimism 
natural to a new and growing society, encouraged by phases of abounding pros- 
perity, has also led to the provision of public utilities on a scale which has in 
some respects anticipated the needs of a much larger community. ‘The recent 
Report of the Royal Commission on Railways and Transportation in Canada 
has shown the unfortunate extent to which, in the particular domain of railway 
transportation, this process has been carried. In the following table the public 
debt burden of Canada is set out. 


TABLE 18 


DEBT OF THE DOMINION GOVERNMENT, PROVINCIAL GOVERNMENTS, MUNICI- 
PALITIES AND CORPORATIONS, BY SELECTED YEARS, 1914-19321 


(in thousands of dollars) 


—- 1914 1919 1929 1932 
$ $ $ “$ 
Net debt of the Dominion Government, March 31.. 335, 996 1,574, 531 2,225,005 2,375, 846 


Bonds guaranteed by the Dominion Government as 
to principal and interest, and interest only, 
Maron Si. . cued SE Re) tc a eae eae a 110, 000 110,000 714,208 | 1,000,522 


VOB iors <5 ao isco 5 OH REE total nae aaa one 200, 000 2 334, 472 1,031,719 1,363, 3823 
Indirect liabilities of provinces.............00.ee0eees 100, 000 2 118,768 224,470 215, 9773 
Total liabilities of municipalities..................06- 376, 859 493,275 1,332,510 1,600, 000 2 
WOPDOLALIOMGs.h..0 0 ole Biko e tate eae cee oie ata ree ae ene 1,110, 000 1,118,000 1,916,796 | 2,097,000 


2,232,855 | 3,749,046 | 7,445,208 | 8,652,727 


1Compiled by Dominion Bureau of Statistics. 
2Eistimated. ’Subject to revision. 


172. Between 1900 and 1918 the total indebtedness of the public bodies and 
corporations of Canada rose to over two billions of dollars. It is not sufficiently 
realized that it has grown by over 300 per cent since 1914. Nor is it true that 
the war was largely responsible for this. By 1919 the total had risen from 2 to 
3.7 billions only. Moreover, the actual increase in the burden of debt since 1929 
is much greater because of the fall in prices than an expansion from 7.4 to 8.6 
billions of dollars would indicate. | 

173. Were this debt held wholly in Canada it would still bear heavily enough 
on the producer but the fact that much of the money came from abroad has 
involved the country in an external debt problem of great magnitude as well. 
In Table 19 we give the estimated total investment of capital in Canada by 
citizens of other countries for each of the years 1914, 1919, 1929 and 1931. It 
is clear that all the elements of the Canadian economy must, therefore, be 
highly efficient and its natural wealth be abundant if such a burden is to be 
borne and the population is to continue to enjoy the high standard of living 
characteristic of North America. 
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TABLE 19 


ESTIMATED BRITISH AND FOREIGN INVESTMENTS IN CANADA! 
(In thousands of dollars) 


—— 1914 1919 1929 1931 
ee god ee gal ee lees Ug 2,711,841 | 2,606,848 | 2,128,489 2,204, 858 
Dieu nanes. eo EON SN ee 904,455 | 1,800,435-| 3,608,521 4,107,803 
OitiepiCenntries!:. Vil Ueto. VIee. Bote ee... 177, 729 173, 493 155, 409 165, 217 

PROS GIUM rs chetne det aioe crore are Suheni PAC ETE 3,794,025 | 4,580,776 | 5,892,419 6,477,878 


1The estimates for 1914 and 1919 have been specially computed; all figures for 1929 and 1931 have been 
taken from computations by the Dominion Bureau of Statistics. 


174. A country whose economic life is dominated by such factors as have 
been described is bound to be subject to a considerable degree of economic 
instability. Weather conditions produce great variations in the yield of the 
farmer’s crops. ‘This is especially significant where he is dependent on one main 
crop of so variable a yield as wheat. (See column I of Table 20 below). Column 
II of Table 20 indicates a high degree of variability even over the whole range of 
industrial production. Not only is the range of fluctuation from year to year 
considerable, but instability is accentuated by the highly seasonal character of 
productive activity inevitable in a country situated in a northern latitude and 
so largely dependent on agriculture. The summer tourist visitor has, of late, 
tended to introduce another seasonal factor. 


TABLE 20 


SOME VARIABLE FACTORS IN THE CANADIAN ECONOMY 


I Il IIl 
Average Index External 
Year wheat of borrowings 
yield in industrial (in 


bushels production | thousands 
per acre! | (1926=100)2| of dollars)? 


—— 


aN since ls cs Rial cin aiats Tein aia ee see koe ove ax Mave’e ln aha av em 10-0 65-5 82, 640 
Ee eR is ics SobE PO's sc aicla Partie ta gia fal Ud = Hd an Pa’ e miele bole sume ave 4 ian 14-5 69-9 207, 495 
re RM eee oi eat se i so. 6 x Whe Mia Ate eae 9% 06.6 9 PS waynes Fe /Be la abe elaielty 3 13-0 60-4 180, 297 
DG RMN rea see eich cs Scenes. e¥al Bish doiie Bid Ba weile nse ade G90 ho mloveue us 17-8 76-9 304, 922 
eee a Wahi als Lon «05S: ¥.6i ale busi 8 sie Sve uiota's) ois Duaie: oe valpies, le pinceletauaes 21-0 83-8 196, 726 
DI Me ade oa, oe i ghornie ese era gata bene wrorqip enue ninety e duteneR wun emn emis tans 11-9 82-4 224, 680 
Be eR eee igs pate ai 6S aaa Gp 2) Ne nee eine OIRO F 0's wottaRe g 19-0 89-7 69, 590 
UV ond See Ge OP Oe Se Bar gear ge 17-8 100-0 187, 453 
eM ee NE C5750 2 9) assis ls at nimi peal nie 5) bbe 0 igo Wola ous» 2 Hashaess 21-4 105-6 266, 805 
ee ae igs Gs hs Ass 6 wi 6 5c alee eg alte aie Res Ross sole Re 23°5 117-8 , 133,715 
ee RE Re re gis seus aay e es va mn mares em aM eee ss a ees e's 12-1 127-4 233, 580 
ee es a 2 Beaty zine Csiale ek oan ae es eigeitls siete 2 Slots 16-9 108-0 351, 882 
AMR ERI Un a iG asp urate tia cptel ere 4 oan s ae RA aie PNR RRA 8 85 nl e 12-3 90-4 4 


as cians cna s asia s iS CANS nae Weeds owe a Kael 15-8 74-0 4 


ee eee 


1Taken from the Canada Year Book 1983, p. 241. 

2An index computed by the Dominion Bureau of Statistics. 

3From 1926 to date the estimates by the Dominion Bureau of Statistics have been usod; for the 
earlier period special computations have been made. 

‘Data for these years not yet available. 
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175. Variability in the physical volume of agricultural production may be 
offset to some extent if the alterations of supply have their expected effects on 
prices. But Canada must sell a very large part of her products in the world 
market and her exports form only a part of the world supply. It may happen 
therefore that world price changes may accentuate the uncertainties of return 
arising from the vagaries of the weather. When they do so, the industries 
dependent on the farmers’ purchasing power are also affected. All business thus 
becomes more speculative through the enormous importance to the Canadian 
economy of the prices of a few export commodities. 

176. It is a direct consequence of such a situation that the prospects of profit 
from the investment of foreign capital in Canada vary greatly from time to 
time. It is much easier to sell Canadian securities abroad in some years than 
in others. In part this reflects the alternations of prosperity and depression 
which Canada shares with all countries but to a great extent it is due to the 
determining influence of the volume and prices of exports. The maturities of 
bonds may well coincide with a time when prospects of refunding are slight. 
As a consequence, the actual surplus available after maturities and interest 
obligations are met is highly variable. Column III of Table 20 gives estimates 
of the net amounts since 1919. There thus arise, occasionally, situations of 
peculiar difficulty. On the one hand individuals, corporations and govern- 
ments must raise the needed revenue in Canada, and on the other hand the 
banking system is called upon to provide the amounts of foreign exchange 
demanded in the face of lessened returns from the export trade. 

177. The net effect of all these factors igs to produce a highly variable 
balance of trade. In times of heavy capital inflow more goods are bought in 
other countries than are sold there. When capital imports shrink, an excess of 
exports must be attained if debt charges are to be met. The actual variations 
which have been experienced in Canada since 1900 are shown in Table 21 and 
in the accompanying Chart. 


55 


BANKING AND CURRENCY 


RE If OF 62 Ge le 92 Ge we Ce ce Ie OS GI Si Ai GI Gi, VI, cd 60, 80 40.90 sO v0, €0. o. 10 O06! 


NN 


s Cte 
aE ensaiE, 


ae SS Ses mo StS , Sette! Gta! Blip il) Olles out 3 o00¢e 
9 OL LLP? SfQPIOL f1llP Stl ILL AED fSB10f tit lt Gf, 
[O02 f0 (AOD E (U0 {4O0UL! Oy 104f PILLY{OR fay 
eee ae ae 1GO121 0 PAMMYOG fall LiYOfYOO pul 
CM pUOY 2A U1 BpOI, LldO4, PAMYOQ fofy 
See ee ee es a ime ae —100 
~~ ——-L ——— — —IO0S 
NOIMMAW 


ee006!I SSANGALEAGNI TVWNOILYNYSALNI SO SDNV1VE LEN SVGVNVD 


56 ROYAL COMMISSION 


Column I represents the net excess of imports or exports through the trade 
in commodities and gold and the freight charges involved. Column II represents 
the amount available to or owed by Canada as the net result of the movement of 
capital in and out of the country, of the interest charges and receipts and of the 
minor items in Canadian international accounts. The amounts of these two 
groups of items would balance were the information complete. The fact that 
only rough estimates are available does not however make them misleading as 
representations of the variations which economic instability has in fact imposed 
upon the economy of Canada since 1900. 


TABLE 21 


CANADA’S NET BALANCE OF INTERNATIONAL INDEBTEDNESS, 1900-19321 


(in millions of dollars) 
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1A debit balance is indicated by a minus sign. From 1900 to 1913 this table is computed 
from information contained in Canada’s Balance of International Indebtedness 1900-1918, by 
J. Viner, (Cambridge: Harvard University Press, 1924). The estimates for the period 1914-26 
have been specially computed, while those for the years 1927-1932 are compiled from publica- 
sions of the Dominion Bureau of Statistics. 


178. A complication of another character is created by the constitution of 
Canada under the British North America Act of 1867 which entrusts exclusive 
legislative powers with reference to banking and currency, and trade and 
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commerce to the Dominion Parliament and at the same time confers on the 
provincial legislatures full legislative powers with reference to property and 
civil rights and direct taxation within their borders. There is thus always the 
possibility of divergence in financial policy between the Dominion and one or 
more of the provinces and among the provinces themselves. We do not con- 
ceive it to be appropriate for us to enter upon any detailed discussion of the 
constitutional questions thus arising. 

179. The features which, because of their importance, we have selected for 
mention as characteristic of the economic life of Canada necessarily give rise to a 
number of financial problems. It is desirable that the financial system of a 
country so circumstanced should— 


(1) be accommodated to the great seasonal variation in volume of busi- 
ness; 

(2) possess sufficient strength to withstand the vicissitudes of the highly 
specialized regions of the country; 

(8) provide for the financing of external trade; 
¢ ee assist in providing the mechanism requisite for borrowing at home and 
abroad; 

(5) possess instrumentalities for the exercise of a measure of control over 
(a) domestic speculative tendencies and (b) foreign exchange rates; 

(6) be in a position to participate in international co-operation regarding 
financial policies which may affect the world prices of Canada’s exports, and 
other matters. 


180. Certain of these requirements have been met by the high degree of 
development in Canada of the ordinary functions of banking.®,To this we have 
already referred in some detail. In their more general aspects, the demands of the 
national economy were met up to 1914 without the provision of any co-ordinating 
machinery by the operation of the gold standard. It is pertinent to our inquiry 
to examine briefly the manner in which that system operated, in order that we 
may be in a position to assess at their true value subsequent alterations in the 
financial system in their relation to the new needs that have arisen. 

181. The gold standard was adopted by the United Provinces of Canada 
(now Ontario and Quebec) in 1853, and was continued as the standard by the 
Dominion of Canada at its formation in 1867. Thus, the gold standard had in 
1914, been in continuous operation for sixty years. Under this standard, obliga- 
tions payable in gold were redeemed in gold and there was an unhampered export 
and import of the metal. In terms of United States currency the gold points 
were somewhat less than 3/32 of 1 per cent from the parity of exchange. 

182. The monetary structure as it existed in 1914 consisted of (i) the free 
stock of gold, (ii) the government note issue and (iii) the banking system—that is 
the aggregate of the individual banks. From the previous recital of the struc- 
ture of the Dominion note issue, it is clear that it functioned in an automatic 
way. The Department of Finance exchanged Dominion notes for gold, and gold 
for notes. The growth of the Dominion note issue was dependent on the acqui- 
sition of additional gold stocks. 

183. As there were then no rediscounting facilities or anything of a similar 
character within Canada, there was no way by which the banking system could, 
within Canada, quickly increase its cash reserves. It was thus forced to rely 
upon its assets quickly realizable outside Canada. 

184. Each bank extended or limited credit in the light of its position in terms 
of cash within the country and claims on cash without. The fundamental con- 
sideration of a bank was always to keep its position sufficiently liquid to meet 
all the cash demands made upon it. On the Canadian banking structure as a 
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whole the main demands for cash, apart from domestic seasonal needs, were for 
meeting external requirements: ‘The ability to meet this demand implied the 
ability to maintain the gold standard. | 

185. The functioning of the gold standard meant that an efflux of gold would 
result in credit being restricted with all the economic stresses which such a policy ° 
involves. An influx of gold brought about the opposite result. The func- 
tioning of the gold standard meant the maintenance of stable foreign exchanges 
and so kept the movements of the domestic and world-price structures in har- 
“mony. 

186. In the years from 1900 to 1918 the great expansion in Canada was 
financed by a heavy importation of capital. The usual economic stresses and 
strains involved in an adherence to the gold standard were therefore easily 
borne. 

187. When Canada sold securities in London, the proceeds of the loan were 
usually deposited in a branch of a Canadian bank. Some of the proceeds of the 
loan were used to buy goods which were sent to Canada but a large part of the 
proceeds was wanted for expenditure in Canada. Accordingly, the borrower 
sold his London balance to the bank for a deposit in Canada; the bank increased 
its assets abroad and its deposit liabilities in Canada. In this way, the Cana- 
dian banks, in return for deposits in Canada, were constantly coming into pos- 
session of foreign balances. -As the domestic deposit did not need a reserve 
equal to the whole foreign balance, the bank was in a position to use the excess 
of the foreign balance as it desired. It could be lent or invested inLondon or in 
New York or taken to Canada in the form of gold. In either case, the bank had 
an additional reserve asset which permitted the further extension of credit if it 
so desired. ‘This procedure permitted a continuous expansion of credit to go on 
in Canada. Balances obtained through a sudden increase in the returns from 
the export trade, either through added volume or an advance in prices; might 
also result in the expansion of credit. The great importance to the Canadian 
banking system of balances obtained in these ways is thus clear. 

188. The outbreak of war in 1914 caused a diminution of the capital flow to 
Canada which contributed to the crisis. Thus Canada was left with a heavy 
burden of fixed charges and smaller capital imports. The adjustment of its 
foreign exchanges became more difficult and economic stress became apparent 
in net exports of gold. However, the great demand for raw materials which 
arose out of the war needs provided a means of paying external charges and 
filled in the gap left in the balance of.payments by the diminution of capital 
imports. 

189. The prosecution of a war places immense financial burdens on the gov- 
ernments involved. The problem facing the Canadian Government at the out- 
break of war was that of directing part of the productive capacities of the country 
to the supply and manufacture of materials necessary for the prosecution of the 
war. If this was to be done it was necessary that the community’s consumption 
of goods be reduced in order that other goods destined for military purposes 
might be produced. Credit inflation was one method open to the Government to 
divert to its own purposes a larger proportion of the total production. 

190. The Canadian Government did not attempt to use the Dominion note 
issue to any extent as an agency of inflation. The Government borrowed from the 
banks, through the sale of treasury bills, and then repaid the banks from the 
proceeds of bonds sold to the public. Under the provisions of the Finance Act 
the banks were able to borrow Dominion notes—cash reserves—which provided 
a base on which to support the added credit made necessary by the financial 
operations of the Government. In this way the Finance Act may be said to 
have been the efficient agency which made effective the policy of inflation which 
Canada, in common with all belligerent countries, followed. 
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191. As the suspension of the gold standard occurred immediately at the 
outbreak of the war, the whole war period was one of inconvertible paper—a 
necessary condition for inflation. The subsequent depreciation in the Canadian 
dollar reflected the wide swings in the balance of payments. 


192. The significant difference between the pre-war and post-war financial 
structure was the addition of the Finance Act which was made permanent in 
1923. The fact that this Act was made permanent several years after the end 
of the war was in itself noteworthy. Indeed, both in quality and in quantity 
the economic problems of Canada, as we have already seen, had taken on a new 
gravity. Not only were there the after effects of war inflation to be met, but a 
general expansion in production, in the volume of trade, and in the amount of 
internal and external borrowings, coupled with instability in the foreign exchanges, 
magnified the problems of the past and created fresh complications. Moreover 
the world of post-war finance was no longer steadied by the working of an 
automatic gold standard. Indeed, the gold standard was restored in a world 
which called for continuous direction and co-operation on the part of the various 
national monetary authorities. 


193. When in 1926 Canada returned to the gold standard—still faced in no 
diminishing degree by these problems—the only additional financial mechanism 
with which she was equipped, as compared with pre-war days, was that of 
the Finance Act. We have.already described in Chapter III the provisions of 
the Act, and the extent of the use that was made of them. We shall have 
occasion to refer to the Act later in another connection from the point of view 
of its defects. It is sufficient for the present purpose to outline the real signi- 
ficance of the powers and responsibilities which this Act entrusted to the Treasury 
Board. 


ff 

194. Essentially the Act provided an instrument for increasing the credit 
base in Canada, that is to say, the cash reserves of the banks. The instrument 
was the power of the Treasury Board to make advances of Dominion notes,—.e., 
of cash—to the banks against approved securities. Under an inconvertible 
paper standard some such mechanism was obviously necessary. Even under 
the restored gold standard the special post-war problems of Canada, certain of 
which, indeed, were also world problems, called for some additional means of 
influencing the credit base. The obligation assumed in 1926 to maintain the 
convertibility of the Canadian dollar into gold, presupposed, among other 
things, means of regulating the credit base so as not only to permit expansion 
but also to operate in a restrictive direction. 

195. An examination in the light of contemporary conditions of the rates 
charged from time to time on Finance Act advances suggests that these rates 
were not used as an instrument of credit expansion and contraction, but were 
mainly varied to meet the exigencies of the Dominion Government’s finances. The 
volume of advances was not subject to the restriction of a gold reserve. The 
Treasury Board did not assume the responsibility of ensuring that the uses 
made of the Finance Act were consistent with the requirements of a convertible 
currency. The banks, on the other hand, which could take the initiative of 
expanding the credit base through advances of Dominion notes under the 
Finance Act, were under no obligation to use this initiative in maintaining the 
gold standard. Thus the Finance Act did not provide Canada with the organ- 
ization needed to undertake the tasks which the maintenance of the restored | 
gold standard implied. 

196. We have thought it desirable in this portion of our Report to give some 
space to the consideration of certain aspects of the general economic situation 
of Canada in their relation to our main theme. Whether the facts of that 
situation as we see them call for other measures than those which we are 
competent to recommend js not for us to say. In forming our conclusions we 
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have concentrated on the question whether in the existing monetary and 
financial system of Canada the amendment of any of its features or the 


provision of machinery not now in existence.could have a favourable effect on 
the general economic life of the nation. 


Sir Thomas White dissents from many of the statements and conclusions 
contained in this chapter and expresses his views regarding the topics to which 
they relate in his personal addendum to our report. 


CHAPTER V 


THE EXISTING CANADIAN FINANCIAL SYSTEM AND THE 
ESTABLISHMENT OF A CENTRAL BANK 


197. In the preceding chapters we have described the existing financial insti- 
tutions of Canada and their methods of working; we have also delineated the out- 
standing features of the economic situation of Canada and indicated the nature 
of the financial problems to which those features give rise. It now remains to 
consider (1) how far the financial system of Canada, consisting of the institu- 
tions we have described, is adequately equipped to play an effective part in 
dealing with these problems and (2) how far the methods and actual practice 
of these institutions, within their existing constitution, are satisfactorily meet- 
ing the demands made upon them. These two questions are of quite distinct 
orders of magnitude. It is one thing to examine the adequacy of the equip- 
ment of a system; it is another thing to examine how the system with its exist- 
ing equipment is working. At the same time, the efficiency of the working is 
necessarily related to the adequacy of the equipment. 

198. If regard is had to the nature of the financial and economic problems 
confronting Canada, as we have briefly presented them, it is manifest that they 
concern the banks in a pre-eminent degree among the institutions enumerated. 
dite less extent, they also concern the organizations for the provision of rural 
credit. 


199. We may say that it is only with regard to the constitution and powers 
of these two ciasses of institutions that we have had any substantial body of 
critical evidence and it may also be said that as regards the administration of 
Canada’s financial institutions, as distinct from their constitution, criticism 
has been concerned almost exclusively with the banks, and this was no doubt 
natural in view of the nature of our inquiry. 


200. We propose therefore in the first place in this chapter, to consider the 
adequacy of the existing equipment of the banking system of Canada in view 
of the part which a modern banking system is called upon to play in the 
national economy and also in view particularly of Canada’s own problems. "In 
a succeeding chapter we shall also, though more briefly, discuss the question of 
the organization of rural credit. In another chapter we shall deal with the 
matters which have been brought to our attention affecting not the structure 
but the ordinary working of the banking system. 


201. It has been manifest, from what we have previously written, and 
indeed from much of the information afforded us in the course of our hearings, 
that) insofar as the ordinary functions of banking are concerned, the Canadian 
banks give admirable evidence of security, efficiency and convenience. In a 
time of universal economic difficulty, the Canadian banks have stood firm and 
have continued to render to the people of the Dominion the same high quality 
and the same wide variety of services as in the past. 


202. It is nevertheless necessary to ask whether there are any functions 
which a modern banking system may reasonably be expected to perform which 
either are not performed or are inadequately performed by the existing Canadian 
system. From this point of view, the observer cannot but be impressed by 
the absence in Canada of any single banking authority which, while linked 
by its activities with national finance and commerce, is nevertheless detached 
by its constitution and the temper of its administration from the ordinary pur- 
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are immediately confronted with a multitude of difficult and intricate questions. 


ve 


CN VULioLn 

6 .coul s.currency? To what 
I C : aele suitably tur r informed 
mpartial advice on. matte financial “policy? i 

203. In the great, and an increasing, majority of co s¢ 
questio: s has been found nce oO ation of a central ba . In 
some cases, these banks have reached their present positions of national and 
international importance by a long process of growth. In other cases, they 
have been created bv acts of the national legislatures and endowed from the 
outset with the functions that have gradually and inevitably concentrated in 
the older institutions. 


204. It is due to no mere accident that the existence and the functions of 
central banks have been the subject of much discussion in recent years and have 
to an increasing extent influenced the language and technique of modern banking 
and finance. New methods and new terms are, as a result of manifold and prudent 
experiment, steadily but effectively gaining acceptance. This development has 
repeatedly :found recognition’ at international conferences called to consider 
monetary questions since the war. The International Financial Conference held 
at Brussels in 1920 unanimously recommended that:— . 


Doe CT 


Again, at Genoa in 1922, the International Economic Conference resolved 
that:— | 

“Banks, and especially banks of issue, should be free from political 

pressure, and should be conducted solely on lines of prudent finance. In 

countries where there is no central bank of issue, one should be established.” 


At the World Monetary and Economic Conference of 1933, resolutions, to 
which Canada was a party, were adopted that:— 


“The Conference considers it to be essential in order to provide an 
international gold standard with the necessary mechanism for satisfactory 
working, that independent Central Banks, with the requisite powers and 
freedom to carry out an appropriate currency and credit policy, should be 
created in such developed countries as have not at present an adequate 
Central Banking institution. | 

“The Conference wish to reaffirm the declarations of previous con- 
ferences with regard to the great utility of close and continuous co-opera- 
tion between Central Banks.” 3 | 


After the adjournment of the World Monetary and Economic Conference 
the Canadian delegation joined with other delegations of the British Common- 
wealth of Nations in stating that they :— | 


“ Now reaffirm their view that the ultimate aim of monetary policy 
should be the restoration of a satisfactory international gold standard,” 


and that 


“ effective action in this matter must largely depend on international co- 
operation.” | | 


205. These repeated recommendations have arisen from a general sense on 
the part of responsible statesmen of the reality and the urgency of the tasks, 
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_ both national and international, which fall to the lot of a central bank. Those 
tasks may conveniently be summarized here. 

206. In the first place, from a national point of view, the central bank, within 
the limits imposed by law and by its capacities; should endeavo 
credit and currency in the best interests.of the economic life of the nation and_ 
should so far_as possible control and defend the external value of the national 
monetary unit. In the second place, from the international point’ of view, the 
central bank by wise and timely co-operation with similar institutions in other 


countries, should seek, so far as may lie within the scope of monétary action, to 
mitigate by its influence fllitwations in the general level of economic activity. 
These functions do not, of course, exhaust the tasks of a central bank. Within 
a state the central bank should, in addition, be a ready source of skilled and 
impartial financial advice at the disposal of the administration of the day.) In 
return for the privileges which the state confers upon it, the bank should use its 
store of experience in the service of the community without the desire or the 
need to make profit a primary consideration. 


207. It is easily possible to expect either too much or too little of central bank 
action. A central bank is at the same time an instrument and a force. As 
an instrument it is the means by which the state—which must necessarily retain 
ultimate sovereignty in matters affecting the currency—can give effect to the 
national policy, As a force the central bank has certain powers in its keeping 
which can be used to achieve the ends of national policy. Clearly these powers 
are of differing efficacy according to the aim of the policy. A central bank 
cannot be expected to influence directly the price of a particular commodity. 
It is even not desirable that a central bank should be specifically charged with 
any responsibility for the general price level of a country. There are many 
factors, of varying nature, which combine to influence that level, and a central 
bank, working as it does purely in the monetary sphere, cannot be expected 
to have complete control, though it may well have a measure of influence. If 
it attempted to exercise any drastic control it would have to wield powers far 
beyond those which any body other than the sovereign authority would be 
entitled to exercise. It is manifest, however, that the regulation of the volume 
of credit is an important factor in influencing the level of economic activity 
and therefore of prices and this is one of the cardinal tasks of a central bank. 
In the absence of a central bank it is a task the fulfilment of which is either 
left to chance, or performed inadequately by other agencies.’ The regulation 
of the quantity of credit is effected by the action of the central bank on the- 
reserves of the commercial banks. By increasing or diminishing these reserves; 
or by increasing the cost of securing them, there is set in motion a process 
of expansion or contraction through the ordinary channels of banking... A central 
bank is thus not a competitor with the commercial banks. Its functions are 
regulatory and indirect. _ 

208. In the control over the external value of the monetary unit the action of 
the central bank is also of major importance. This function, indeed, is a logical 
outcome of that of credit regulation. Whatever additional influences may affect 
the level of the exchanges, such as short term capital movements, external 
borrowings and indebtedness, and the income from overseas.investments, the 
long term factor of decisive importance is the credit structure of the country, 
and no modern state can afford to dispense with the most effective controlling 
instruments. 

209. The services which a central bank may perform in the international 
sphere are even less easily dispensed with in the modern world than those which it 
can render within the borders of a state.’ Whatever changes may occur in the 
volume of international trade and the comparative positions of various coun- 
tries, there has never been a time when external financial inter-relationships 
have assumed more importance than in the last decade. The need for inter- 
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national monetary co-operation is urgent and constant. It has found expression, 


not only in several international conferences, to some of which reference has 


been made above, but in a more permanent way in the development of the 
Bank for International Settlements..\ This body, essentially a bank for central 
banks, is a tangible testimony to the need which has been felt for regular and 
continuous interchange of views between the responsible authorities of the 
various national central banks. 

© 210. The precise degree to which the level of economic activity in the world 
as a whole may be influenced by concerted international monetary action, may be 
a matter of opinion, but that a common direction in monetary policy may have 
an important influence in avoiding economic excesses or in stimulating revival 
is beyond dispute. The co-operation of central banks is beset with many diffi- 
culties; its effects are limited or distorted by many non-monetary influences; 
but if we wish to continue that mutual interchange of goods and services which 
in the past has stimulated the economic life of all parts of the world, we ought 
to use all possible means of bringing order into the realm of international rela- 
tions. In the monetary sphere the germ of such order is to be found in the 
inter-relations of central banks working to harmonize national policy with the 
needs of the international situation. > 

211. Within the narrower, but no less important, sphere of intra-Imperial 
co-operation, we note that in the Dominions of South Africa and Australia a 
central bank has already become an indispensable element in the financial struc- 
ture,\and that, in New Zealand and India, bills are at this moment before the 
respéctive Legislatures providing for the creation of a central bank. Thus; over 
the greater part of the self-governing portions of the Commonwealth of British 
Nations there are or may shortly be in existence central financial institutions 
designed not only to perform important services in the national economy, but 
also eminently suited to be the instruments of Imperial monetary co-operation. 

212. It may be of interest to refer here briefly to the history of the South 
African Reserve Bank and the Commonwealth Bank of Australia which, despite 
the relatively short time they have been in existence, have already become valued 
institutions. 

213. As the result of the Report of a Select Committee of the House of Assem- 
bly which was appointed in March, 1920, because of the grave effects of the war 
and post-war inflation, South Africa was the first Dominion to establish a 
reserve bank to regulate the issue of bank notes and the keeping of reserves with 
a view to securing greater stability in the monetary system of the Union of South 
Africa. The bank was enjoined to fix and publish a discount rate, was given the 
sole right of note issue and the custody of a portion of the commercial banks’ cash 
reserves. Its powers were so defined as to ensure strength and liquidity and were 
later widened somewhat in order to increase the effectiveness of its control on the 
volume of credit. 

214. There is little doubt that the Reserve Bank was of great use in helping 
the commercial banks to negotiate the difficult deflation period following the 
war. It was also of material use to the National Bank of South Africa in 1923 
when that bank suffered a loss of capital and consequent impairment of its 
credit before being absorbed by Barclays Bank (Dominion, Colonial and Over- 
seas). On the other hand, in 1929, when the volume of credit was expanding 
rapidly, the Bank exercised a salutary restrictive influence. The Bank has 
improved the machinery for making the proceeds of exports easily available 
in the Union. Its discount rate now sets the standard for the rates maintained 
by the commercial banks and it has beén responsible for a reduction in discount 
and exchange rates. 


215. In 1911 the Commonwealth Bank of Australia was founded by the Gov- 
ernment in power, largely to handle the Commonwealth Government accounts 
and to establish a savings bank department. It is now also the banker for 
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several of the States. The bank was managed prudently and by its operations 
on behalf of the Government during and after the war it acquired considerable 
prestige. The note issue was transferred to it in 1920, and in 1924 the Com- 
monwealth Bank Act was amended in order to allow the bank to function as 
a central bank. The savings bank department later became a separate institu- 
tion. Although the bank still does some commercial business its policy is not 
to compete with the trading banks unless reasonable banking facilities are not 
otherwise forthcoming. 


216. In the difficult years from 1929 onwards, the Commonwealth Bank has 
rendered services of inestimable value. It was instrumental in mobilizing the 
gold reserves of the country and their judicious employment to tide the coun- 
try over a period when Australia’s ability to provide and to transfer the ser- 
vice of her overseas debt was seriously in question. It organized an exchange 
pool to ensure the continued provision of external charges; the concentration 
in its hands of the issue and management of the Commonwealth debt and of 
most of the states’ debt was of material advantage when the massive domestic 
Conversion Loan of 1931 was launched; while in taking over the control of 
the exchange rates since 1931 it has relieved the trading banks of a responsi- 
bility they were unwilling to shoulder and has exercised a stabilizing influence 
on the national economy. As a trusted and impartial adviser to the Federal 
Government the Bank has rendered and continues to render service of prime 
importance to «Australia. 


a 


\ 217. It is perhaps worth observing that in South Africa and Australia the 
commercial banks viewed the advent of central banking with considerable mis- 
trust, possibly owing to a failure to appreciate the part which a central bank 
is designed to play, and to apprehensions as to the extent of its disturbance 
of the existing banking system. The first years of operation were thus ren- 
dered more difficult by the lack to some extent of co-operation on the part of 
the commercial banks but in recent years there has been a growing apprecia- 
tion of the advantages of central banking leadership and control, and the cen- 
tral banks in these two countries have now obtained both the goodwill and 
co-operation of the commercial banks. 

218. To enable it to discharge the essential functions to which we have »° 
referred above, modern experience tends to show that. certain definite principles 
should be observed in the constitution of a central bank. Thus, in order that it 
may regulate credit and currency, it is essential that the central bank should hold 
a suitable proportion of the cash reserves of the commercial banks. It is essen- 
tial for the full and satisfactory working of a central bank, that it should have 
the sole right of issue of legal tender notes; it is essential that the cen- 
tral bank, as the financial adviser of the Government, should in due course 
hold the various Government accounts and carry out, on behalf of the Gov- 
ernment, all major financial transactions. 


219. The functions discharged by a central bank being of such vital import- 
ance to the economic and financial life of a country, it is perhaps natural to ask 
whether they could not be adequately performed by some direct organ of govern- 
ment. It has in practice been found that a central bank can give most effective 
service to the community if it is free from the fear of interference for political 
ends in operating the delicate mechanism of the national monetary and financial 
machine. \Certain statutory limitations have almost invariably been adopted in 
order to emphasize the national character of the bank. Thus, apart from the 
detailed provisions of the legislative act constituting a central bank, we may refer 
to the customary provision that the profits of the note issue should accrue, either 
directly or indirectly, to the state; that in most modern instances a limit is set 
to the profits which may be distributed to the shareholders; and lastly, that the 
state should have a final voice in the appointment of the Governor and Deputy- 
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Governor and sometimes of certain of the directors. Within this legislative frame- 
work it has been found that there are pre-eminent advantages to the state in 
entrusting the special and highly technical functions of a central bank to a body 
not subject to the vicissitudes of political life. 

\ 290. It is certainly remarkable that whereas even the smallest countries in 
Europe have long had, or have recently established, a central bank, there should 
be no corresponding institution in a country of the indisputable financial and 
economic importance of Canada. It is true that a large part of Canadian econ- 
omic activity is of comparatively recent growth, but the explanation of the 
existing gap in the financial structure is not only, or indeed mainly, to be found 
in this fact. The explanation, we venture to think, is to be found chiefly in the 
excellence of the commercial banking institutions with which Canada is equipped. 
Their services, in all that pertains to ordinary banking, have been and remain of 
a quality which has tended perhaps to conceal the growing need for some 
further instrument to assist in dealing with the financial problems of the modern 
world. 

221. However convinced we may be that a properly constituted central bank 
would be of great service to Canada, it is nevertheless right that before recom- 
mending its institution we should first ask ourselves whether there are any other 
means of achieving the same results with equal efficacy; whether the Canadian 
economy and Canada’s existing financial structure are such as to provide the 
conditions for the successful operation of a central bank; and, if so, whether the 
time is opportune for the establishment of a central bank. 


222. The survey we have already made in Chapters II and III of the Cana- 
dian financial system as it exists and operates to-day has shown the part played 
in the credit mechanism by the Finance Act of 1923. That this Act furnishes 
means of increasing the credit base is indisputable, but we are of opinion that the 
method which it embodies, regarded as part of the normal financi2] machinery of 
the country, is unsatisfactory. At a time when, under the gold standard, a 
deterioration in Canada’s balance of payments led to an outflow of gold, it was 
possible for the banks to maintain their cash reserves by obtaining Dominion 
notes under the Finance Act. Thus, the normal consequence of the operation of 
the gold standard—without which, indeed, one of the main virtues of that stan- 
dard is absent—was lacking, in that the credit base remained unchanged in 
Canada, and there was no incentive to take such corrective measures as financial 
policy could supply. Moreover, the Act does not require that any gold reserve 
be held by the Department of Finance against the notes issued to the banks. 
There is nothing in the Act to indicate that it was intended to entrust to the 
Department any discretionary control over the credit base although such a control 
is a cardinal feature in modern monetary technique. Finally, we may. note that 
the powers of the Finance Act are entrusted to a Board which is in effect a 
committee of the Cabinet and are thus directly in political hands. We have 
already referred to the disadvantages of such an arrangement. | 


223. It has been represented to us from many quarters in the course of our 
inquiry that some further co-ordinating element is required in the Canadian bank- 
ing system, and indeed the representatives of the Canadian Bankers’ Association, 
to whose assistance we are so greatly indebted, themselves recognized the pro- 
priety of introducing some such machinery. After noting, in their memorandum, 
that “there exists no properly constituted body which can admit responsibility for 
the general supervision of credit or exchange in Canada” they go on to discuss 
the alternative courses of action, of which the first would be “to go back to the 
pre-1914 situation, by repealing the Finance Act.” The conclusion of the memor- 
andum as regards this course of action, is brief but definite: ‘There are obvious 
reasons why the first of these alternatives should not be chosen under any cir- 
cumstances—but these reasons are especially strong at a time when almost the 
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whole world is off the gold standard; for under such circumstances our currency 
system would have no elasticity apart from the 15 per cent bank note issue 
expansion, based_upon paid-up capital and reserves possible during the crop- 
moving period.” The choice, in the view of the Association, lies between the 
creation of a central bank and the setting up of some other form of institution. 
After considering these alternatives the Association adopts the view that the 
need might be met by the creation of an Administrative Board, composed of 
experts in finance and currency and broadly representative of the business and 
agricuitural interests of Canada, to which the functions now discharged by the 
Treasury Board should be entrusted. 


224, That such a Board might discharge some of the central financial func- 
tions at present either not performed or dispersed through other channels, we do 
not doubt. On the other hand, even if its freedom from political interference could 
be adequately safeguarded—in itself no easy problem—such a Board would find 
it difficult, if not impossible, to win the prestige, whether internally or externally, 
which a central bank might be expected to acquire. A Board would not find 
it possible to establish satisfactory relations with central banks in other coun- 
tries, or with the Bank for International Settlements. Its decisions—diverced in 
some degree as it must be from the day to day financial life of the community— 
would be liabie to be marked by hesitation and compromise. For it must be 
remembered, eyen if it be a truism to say so, that the business of a central 
bank is banking, although of a very special kind, which calls not only for the 
highest skill, experience and integrity, but also for close and continuous contact 
with every important element in the financial structure. 


225. Insofar as an Administrative Board attempted to overcome these diffi- 
culties it would be found, we think, that it would require powers and an organiza- 
tion so essentially similar to those of a central bank as to make it natural to 
inquire why a central bank should not from the outset have been established. 


226. We have no hesitation in concluding, therefore, that, as between an 
Administrative Board and a central bank, the latter alternative is clearly 
preferable. ‘ 

227. We now come to consider whether conditions exist in Canada for the 
successful functioning of a central bank. Here we should say at once how strongly 
we endorse the remarks made in a memorandum of the Canadian Bankers’ 
Association, regarding the vital importance to such an institution of the quality 
of the governors and directorate. Experience, skill and integrity are required 
in the highest degree, and that, not only to ensure that the operations of the 
bank shall be wisely conducted, but also that the institution should win and 
maintain the confidence alike of the government, the people and the commercial 
banks. 

228. We have no reason to suppose from our discussions with leaders in 
Canadian finance and industry that these qualities are lacking in Canada. On the 
contrary, we are convinced that there are resources of intelligence combined with 
experience and public spirit fully adequate to ensure the successful manage- 
ment of a central bank. It is true that the conduct of central banking opera- 
tions requires a technique and an outlook somewhat removed from those of 
commercial banking; but this fact has had to be faced in every country which 
in recent years has established a central bank, and Canada appears to us not 
less well but better equipped than many other countries have been to provide 
the necessary administrative talent. 

229. If we assume, as we believe we are entitled to do, a directorate of the ~ 
necessary quality, we see no reason to regard any of the other more technical | 
objections that have been urged as being of serious importance.’ It may indeed / 
be the case that in the absence of a highly developed money market the control | 
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of a central bank in Canada over the financial system could not be as sensitive 
as that which is exercised, for instance, by the Bank of England in the United 
Kingdom. The fact, however, that a new institution in Canada would not be 


| able to employ all the instruments of control exercised in an older and finan- 
cially more highly developed country, seems to us an inadequate reason for 
omitting to develop such control as could undoubtedly be achieved. The finan- 
cial system and economic life of Canada are already sufficiently well developed 
' to make the instruments of the discount rate, the purchase and sale of securities, 
/and operations in the foreign exchange market, of sufficient importance in the 
/ hands of a well-managed central bank to give it a decisive influence on the 


one 


credit situation in Canada. 

230. Canada is a country with a relatively large volume of external trade 
and a heavy external indebtedness and is, therefore, especially interested in the 
international value of her currency. The holding of gold and foreign exchange 
by the central bank should and could become a factor of the first importance 
in carrying out the national policy in regard to the external value of the 
currency. It is no part of the functions of a central bank to monopolize the 
exchange markets. Here, as in the case of credit control, its function is to 
impart or counteract a trend as circumstances require, and this task, even from 
an early date, would be within the capacity of a Canadian central bank. _\ 


231. We have finally to consider the question of the opportuneness of estab- 
lishing a central bank in Canada under present-day conditions. 

232. So far from the time being inopportune we are of opinion that there are 
cogent reasons for its early establishment. The fact that the Canadian dollar 
is, for the time being, an inconvertible currency may, from one point of view, 
be regarded rather as an advantage than a disadvantage for the early opera- 
tions of the bank.’ Obviously, the bank must work in close accord with the 
government in all that pertains to the external value of the country’s currency, 
and if it were carrying out a national policy in this respect the bank must 
clearly have the support of the government in its foreign exchange operations. » 
In these circumstances, the bank would be spared at the outset the risks with 
which it might be faced if it began its operations with a legal obligation to 
ensure convertibility at a time when gradually accumulated economic forces 
might already have weakened the strength of the currency. 


233. Some reference has been made in the evidence tendered to us as to pos- 
sible disturbance of the existing banking system which might be occasioned by 
the establishment of a central bank. We are unable to see in what respects such 
an institution could effect any material disturbance. On the contrary, a cen- 
tral bank would be expressly designed to strengthen the existing banking system. 
The initial transferences of assets which the establishment of the bank would 
require are in no way of an order sufficient to hamper the operations of the 
commercial banks. This is manifestly so as regards the creation of the initial 
reserve deposits and even the transfer of the commercial banks’ note issues, if 
spread over a suitable period, need occasion no serious disturbance of existing 
banking facilities. 

234. One further point on which we may add some observations relates to 
the cost of establishing and operating a central bank. In all that we have written 
above we have presupposed an organization adapted in its structure and size 
to the present Canadian system. Such an organization need be neither large 
nor expensive; its capital could be of modest dimensions so that there would 
he no need of large earnings in order to pay the statutory dividend. The 
physical organization of the bank need be neither elaborate nor widespread. 
Its main activities, apart from the function of distribution of currency, in 
which it would substitute its services for those now performed by the offices 
of the Receiver General. would be concentrated in a single head office. It is 
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true that at the outset there is a problem involved in the transfer to the cen- 
tral bank of the Dominion note issue, but it must be remembered that the 
government would be a substantial participator in the profits of the bank and 
in proportion as those profits grew, so the share of the government would 
increase. As and when the bank took over the note issues of the commercial 
banks, there would be a loss of income to the latter, but this can scarcely be 
conceived as an expense to Canada, but must rather be regarded as a transfer 
of income within the existing financial system. The only expenses not pre- 
viously incurred would be those of the physical equipment and the salaries 
of the staff of the bank and these, given the scale of operations, can scarcely 
be regarded as of major importance in a country like Canada. 

6 235. We are now in a position to sum up our general views on the question 
of a central banking institution for Canada. We should perhaps sound a note of 
warning as to the degree to which such an institution could fulfil all the expecta- 
tions that the public mind might attach to it. A central bank could not cure all 
the economic ills of Canada; it would not be a source of unlimited credit for all 
borrowers on all occasions; indeed its operations might as often be restrictive as 
expansive. 

236. On the other hand, its positive services would, we believe, be very con- 
siderable; it would substitute for the present undeveloped and anomalous system 
a more rational‘and unified control over the credit structure; it would provide a 
suitable instrument for the execution of a national policy in regard to the external 
value of the currency; it would be increasingly a source of skilled financial advice 
for the Dominion and possibly for the Provincial Governments; and, finally, it 
would provide a central body which could maintain relations with similar insti- 
tutions in other countries, which find at present no counterpart in Canada with _ 
which to maintain contact. __) 

237. We include in the appendix a suggested scheme for the constitution of 
a Central Bank for Canada. 

238. Sir Thomas White and Mr. Beaudry Leman dissent from the arguments 
and conclusions contained in this chapter as to the need of the establishment 
of a central bank at the present time and under existing conditions and also as 
to certain features of the suggested constitution of such a bank should it at any 
time be established in Canada. They state their views on these questions in 
individual personal memoranda attached to our Report. 


CHAPTER VI 


AGRICULTURAL CREDIT 


239. In an earlier chapter, reference has been made to the various facilities 
that have been provided in Canada to extend short, intermediate and long-term 
credit to those engaged in agriculture. As the establishment of the Canadian 
Farm Loan Board in 1929 has made reasonable provision for long term credit, 
it now remains to consider the adequacy of the facilities for short or intermediate 
credit. 

240. As already indicated, efforts have been made to provide short term 
credit mainly through the medium of the following provincial organizations; in 
Ontario by the Agricultural Development Board, in Alberta by the Provincial 
Treasurer, and in Manitoba through the establishment of rural credit societies. 
In Quebec requirements of this nature are met to some degree by facilities pro- 
vided by the Caisses Populaires. The enterprise of the Dominion Agricultural 
Credit Company Limited will also be recalled. 


241. The history of these efforts is of value in a study of the credit problems | 
of agriculture in Canada for two reasons. In the first place, the fact that the 
provincial governments decided to engage in these experiments may well be taken 
as indicating the necessity of agricultural credit at lower rates of interest than 
prudent banking practice might seem to warrant, particularly in certain areas 
where agricultural production is attended by certain hazards or requires loans 
of a length which militates against the affording of credit by commercial banks. 


242. Secondly, the experience gained in the successes and failures that have 
followed the operations of these organizations in the various Provinces will be 
of valuable assistance in any subsequent attempts that may be made to meet the 
problem. 


243. Whatever view may be taken of the necessity in more normal times for 
some provision for this type of credit in addition to such as is provided by the 
banks, undoubtedly the very great decline in prices of all agricultural products 
during the past three years and the attendant loss of farm income, have made the 
problem of agricultural credit a very acute and difficult one. Particularly is this 
true of the Prairie Provinces. Various estimates have been made of the effect 
of the shrinkage of purchasing power due to short crops and falling prices. In a 
memorandum prepared by a committee representing the Governments of the three 
Provinces, it is estimated that the annual gross revenue from agriculture in these 
Provinces fell from $843,153,000 in 1928 to $273,738,000 in 1932, representing a 
loss of 674 per cent in farm income. 


244. In the memorandum filed on behalf of the United Farmers of Ontario, 
an estimate made by the Dominion Bureau of Statistics of the values of field 
crops in Canada was given as follows:— 
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The following is an extract from the evidence submitted on behalf of the 

United Farmers of Ontario as to the problem of short term credit in Ontario— 

“Generally speaking, within the last two years the banks have ceased 

to function in regard to Canadian agriculture. Agriculture is taken to be 

an activity, or an industry that is not worthy of credit, and from the banking 
point of view I am not blaming them.” 
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245. At various sittings of the Commission, evidence was adduced both by 
individual farmers and by representatives of farm organizations to show that as 
a result of this declining revenue the maintenance and operating costs of farms 
cannot be met, farm debts have considerably increased, taxes are unpaid, farm 
equipment has seriously deteriorated, and a large percentage of farmers are 
unable to obtain new credit to meet the operating costs incidental to putting in 
and harvesting the crop. This evidence was confirmed by representatives of the 
banks, particularly in Regina, where it was agreed that a large proportion of 
farmers could not carry on their operations without some form of credit, that the 
credit could not be supplied by the banks and that a serious problem therefore 
_ existed which had to be met if agriculture was to be revived. The indebtedness 
- of many farmers appears to be such that even a substantial rise of agricultural 
prices would not be sufficient to warrant the extension of new credit through 
ordinary commercial channels. A memorandum on rural credit submitted to us 
by the Canadian Bankers’ Association referred to the matter of intermediate 
eredit in the following terms:— | 


“ Assuming that the need for credit in this form is clearly a matter of 
sufficient national importance to warrant some action being taken by the 
authorities, consideration should be given to the creation of an institution 
financed on the public credit and to the placing upon it of the responsibility 
for meeting:all legitimate demands.” | 


246. Several suggestions have been made as to the most suitable facilities for 
providing this form of credit. The committee representing the Governments of 
the Prairie Provinces has suggested the extension of the existing Rural Credit 
Societies of Alberta by appropriate legislation of the Dominion Government; the 
Canadian Bankers’ Association has suggested the formation of a Dominion Inter- 
mediate Credit Corporation with capital partly subscribed by each province in 
which it was asked to operate; while a suggestion, which has much to commend 
it, has been made’ that the scope of the Canadian Farm Loan Board might be 
extended to enable it to make short or intermediate term loans. 

247. The material placed before us on this subject in the course of our 
inquiry is not sufficient to enable us to make a specific recommendation as to the 
precise form which such an organization might take. But we are satisfied that 
the need is a real one. We therefore recommend that the Dominion Govern- 
ment, preferably with the co-operation of the Provincial Governments, should 
forthwith institute a special investigation into the whole problem of the provision 
of short and intermediate rural credits with a view to the preparation of an 
adequate and comprehensive scheme for submission to Parliament. 


CHAPTER VII 


MISCELLANEOUS QUESTIONS OF BANKING PRACTICE 


248. Having considered in the preceding chapters how far it is desirable to 
make any additions to or changes in the existing financial equipment of Canada, 
we now pass to the consideration of a series of topics raised in the course of our 
inquiry with regard to the working of the chartered banks under the present 
system. ‘These topics, which relate to the ordinary administration of the banks, 
are of a different order of magnitude from such questions as that of the institu- 
tion of a central bank, but from the amount of evidence which we heard 
regarding them, it is manifest that some of them at least are matters of much 
concern to considerable numbers of the banks’ customers. 


(a) Rate of Interest on Loans: Bank Act Section 91 (1) 


249. Subsection 1 of Section 91 of the Bank Act provides as follows:— 


“The bank may stipulate for, take, reserve or exact any rate of 
interest or discount not exceeding seven per cent per annum and may 
receive and take in advance any such rate, but no higher rate of interest 
shall be recoverable.” 


Much controversy has centred round this enactment both as regards its 
precise effect and as regards its expediency. The public have read it as a pro- 
hibition against the charging by the banks of interest or discount in excess of 
seven per cent on loans and this would appear to have been the intention 
of Parliament. While seven per cent has since first May last become the 
recognized rate for loans to farmers in the West, it is the case that the banks 
have been in the practice of stipulating for eight per cent or a higher rate where 
they thought that the risk warranted such charges. They appear to have 
thought that they were justified in doing so by the decision of the Privy Council 
in McHugh vs. Union Bank of Canada [1913] A.C. 299. In that case their 
Lordships no doubt refused to allow past settled transactions in which eight per 
cent had been paid to be opened up. This was because of the well-known legal 
principle that money paid under error in law is not recoverable. But the 
decision gives no countenance to the idea that a charge of interest or discount 
in excess of seven per cent is ever legitimate under the statute. The opinion of 
their Lordships as expressed by Lord Moulton (at p. 316) was “that the express 
provisions of the first portion of this clause rendered it ultra vires on the part 
of the bank to insert in the chattel mortgage of May 28, 1907, the stipulation 
that interest should be payable at the rate of eight per cent and that therefore 
that stipulation is inoperative.” An illegitimate charge is not rendered legitimate 
by reason of the fact that if it has actually been paid it may be irrecoverable. 


250. The banks appear to have taken the view that if a client agrees to a 
higher rate than seven per cent and actually pays it, so as to render the payment 
irrecoverable, the transaction is legitimate and by acting on this view have 
laid themselves open to the allegation that they have been evading the law. 


. 251. As regards the future we are of opinion that the choice lies between 
either repealing the subsection altogether or so recasting it as to put it beyond 
doubt that it is illegal to stipulate for more than seven per cent interest or 
discount; if the latter course is adopted a penalty for contravention should be 
imposed. 
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252. On the one hand, in support of the retention of the provision, it has 
been argued that the purpose which Parliament had in view in originally enacting 
the subsection still subsists; that the banks should not make loans involving 
such risks as to warrant the charging of more than seven per cent; that higher 
rates than seven per cent constitute a burden too heavy for agricultural activities 
to bear; that although competition exists in the services extended by the various 
banks it is not manifest in the rates of interest demanded from borrowing 
customers, particularly from those engaged in agricultural pursuits and that in 
consequence Parliament was justified in enacting a maximum rate of interest. On 
the other hand, in support of the repeal of the provision, it has been argued that 
there are circumstances in which, if regard be had to the risk and to the cost of 
providing credit, a charge in excess of seven per cent is warranted; that the 
enforcement of a rigid maximum loan rate of seven per cent would so restrict 
business as to necessitate the closing of a large number of small branches, 
especially in newly-settled districts, and thus deprive many communities of 
banking services except at the expense and inconvenience of long journeys; 
that a charge of, say, one per cent in excess of seven per cent is a small matter 
to the customer, representing only two and a half dollars on a loan of five 
hundred dollars for six months while to the banks it may make cumulatively 
the difference between being able to carry on a branch in a particular district or 
closing it down; that in 1854 all usury statutes were repealed in Great Britain 
and the principle of restricting rates of interest abandoned, as being ineffective 
and inexpedient in the public interest; that if the banks were unable to lend 
at rates over seven per cent where such charges were justifiable in view of the 
risk, many borrowers, owing to the banks’ inability to accommodate them would 
be driven to money-lenders not under the same restriction; that to deprive 
borrowers, who are willing to pay more than seven per cent where such charges 
are justifiable, of the opportunity of obtaining loans from the banks would 
restrict their freedom and often prevent them from engaging in profitable 
enterprise. 

253. We have carefully weighed these considerations but unfortunately have 
not been able to reach agreement as to the recommendation which we should 
make. Four of us (The Chairman, Sir Charles Addis, Sir Thomas White and 
Mr. Beaudry Leman) are of opinion that a statutory maximum rate of interest 
is nowadays anomalous and an undesirable interference with freedom of contract, 
and that the provision of the Bank Act limiting the rate of interest to seven 
per cent, whatever justification it may originally have had, ought now to be 
repealed. Mr. Brownlee is of opinion that the statutory maximum still serves 
a useful purpose, that adequate reasons for repealing the section have not been 
adduced and that it ought to be retained. The result is that by a majority, we 
recommend the repeal of the provision in question. 


(b) Discrepancy between Periods of Loans and Farmers’ Requirements. 

254. The discrepancy between the currency of loans and the period of the 
farming operations which the loans are intended to finance was represented to 
us as being a source of inconvenience and irritation to the borrowers, and 
complaint was also made of the practice of compounding interest, thus increasing 
the interest charges. It is acknowledged that the common practice of the 
Canadian banks has been to take notes maturing in three or four months, 
although repayment was not expected before six to twelve months. In justifica- 
tion of this procedure, the banks have emphasized that it was necessary to 
ascertain from time to time that their position had not been prejudiced by acts 
of the borrower, inasmuch as farmers’ notes were almost invariably unsecured. 

255. With regard to the compounding of interest, the banks argued that it 
has been their general practice to discount notes, and that this custom is world 
wide and not peculiar to Canada; that if only simple interest is collected at 
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maturity of a loan represented by a series of bills discounted and renewed from 
time to time this amounts merely to a reduction in the rate, and a small one at 
that; that actually it is more expensive for a borrower to discount a long term 
note than to discount short term notes and obtain renewals thereof, interest 
being compounded. . | 


256. It would seem reasonable to expect that the banks catering for the needs 
of a farming community whose normal operations require six, nine or twelve 
months’ credit facilities, should endeavour to accommodate their practice to the 
legitimate requirements of their customers. But it must be recognized that, 
having regard to the diversity of the requirements of borrowers in different 
industries and different localities, it would be well-nigh impossible to place a 
statutory obligation upon the banks to lend upon terms of repayment at a date 
likely to coincide with the realization of the venture for which the money was» 
borrowed. Matters of this kind can better be adjusted through mutual good- 
will, with such moral suasion as may be exerted through some central authority 
duly qualified to exercise a regulating influence. We may add that in our view 
the banks would be well advised in the case of satisfactory customers to 
endeavour to meet their wishes and convenience in this matter. 


(c) Charges for (i) Operating Accounts; (1%) Collecting Cheques. 
257. (i) Subsection 4 of Section 91 of the Bank Act reads as follows:— 
“No bank shall directly or indirectly charge or receive any sum what- 
soever for the keeping of any account unless such charge is made by 
express agreement between the bank and the customer.” 


Representations were received to the effect that charges had been made 
by banks without the express agreement of the customer. One instance only of 
irregular practice was brought to our notice where the letter intimating the 
intention to make a charge did not explain that this could only be done by 
agreement. It is acknowledged by the Canadian Bankers’ Association that if 
the requirements of the statute are inadvertently overlooked by some branch 
manager, the customer is entitled to obtain a refund of any charge made. The 
wording of the provision of the Bank Act appears to be clear, and its purpose 
unmistakable. We were assured that the case brought to our notice was entirely © 
exceptional and that steps would be taken to see that there was no recurrence 
of it. The reasonableness of the banks making by agreement charges for 
services rendered in administering active accounts, when the customer offers no 
collateral or compensating advantage to the bank, has been recognized by the 
Bank Act, and rightly so. Any other mode of procedure would result in the 
shifting of the costs of performing certain services from one class of customers 
to another class. 

258. (11) Some complaint was made to us regarding charges for collecting 
cheques. A bank however cannot undertake the encashment or collection of 
cheques, whether drawn upon its own branches or those of other banks, without 
incurring expense for postage, stationery, clerical work and the maintenance of 
clearing houses and messenger services. Moreover, it is the custom in Canadian 
banking to give credit in the books of the bank at the date of deposit of all 
cheques, whether these are drawn on the bank’s own branches or on branches of 
other banks. Responsible customers thus obtain immediate use of the funds repre- 
sented by these cheques although in the case of those drawn upon branches at 
distant points several days may elapse before the bank itself receives the funds 
which it has put at the disposal of its customers. When charges for the encash- 
ment of such cheques are waived it is tantamount to making advances to the 
depositors without any interest charge. 
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259. Many customers in Canada are granted what are known as “ par 
privileges,’ whereby a bank agrees without charge to accept cheques drawn on 
its branches and to encash at its various branches the cheques issued by a 
customer. In such cases the bank at present receives compensation by requiring 
the customer to maintain substantial non-interest-bearing deposits proportionate 
to the number of cheques deposited or encashed. 


260. The advantages of extending par privileges to all customers of all 
banks is widely recognized in other countries. It facilitates trade and, by 
encouraging the use of cheques, economizes the use of currency. It also elmin- 
inates the trouble and irritation involved in a multitude of minor charges. For 
these reasons the Canadian banks might well consider whether it would not be in 
their interests and in the interests of the country to extend general par privileges 
and to recoup the consequent expense by extension of the custom of making 
charges by agreement for carrying active accounts and by restriction of the use 
as chequeing accounts of savings deposits upon which interest is paid. It should 
be understood, however, that this change would involve the postponement of 
credit-dating to correspond with the time necessary to encash the cheque. 


(d) Rates of Interest on Loans to Provincial Governments, Municipalities and 
School Boards. 


261. In this connection it has been represented that too great a spread exists 
between the rates of interest paid by the banks to depositors or to the Govern- 
ment under the Finance Act and those asked by the banks on their loans. The 
question of the spread between rates paid and received by banks has been under 
discussion in a great many countries and for a very long time. A number of 
considerations have been submitted to us in explanation. 


262. The rates on loans are based on the interest paid on deposits, plus the 
cost of operation, plus the cost of the risk involved. All three elements must be 
taken into account, hence the difference between one region and another, and 
between one customer or class of customers and another. 


263. The purpose of the Finance Act is to increase or decrease, as conditions 
develop, the cash reserves of the banks or the currency needed to carry on the 
_ business of the country. It was not designed as a lending agency for the benefit 

of the banks. 

264. The Dominion notes advanced to the banks represent a small propor- 
tion of the loans made by them as evidenced by the figures submitted to us. The 
average ratio of advances under the Finance Act to the total loans of the banks 
were :— 
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265. The funds obtained under the Finance Act should not be segregated 
from the banks’ entire volume of loans. If the banks were to lend to Govern- 
ments or other public bodies at the rate paid on deposits, or at the rate charged 
by the Government for advances under the Finance Act, without the necessary 
additional charge, it would be tantamount either to placing upon the banks a 
large share of the burden of carrying on the public and social functions which the 
various communities decide they are entitled to, or else to shifting this burden 
onto other borrowers. If, on the other hand, the Government were to issue 
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Dominion notes to finance the requirements of Provincial Governments, Muni- 
cipalities and School Boards, it would engage in a dangerous policy. In this 
respect it should be noted that, in accordance with the return of the chartered 
banks to the Government for the month of July, the advances of the Canadian 
chartered banks to Provincial and Municipal Governments amounted to $152,- 
511,000. 


(e) Investment Business and the Banks. 


266. The Investment Bankers and representatives of a number of Boards of 
Trade have strongly urged upon us that banks should be prohibited by statute 
from dealing in securities, save as regards purchases and sales for the banks’ 
own portfolios. It has been suggested that the banks should be restrained from 
selling securities directly to the public and also from tendering for new issues, 
either individually or as members of syndicates, and from acting as agents 
in connection with issues made by Governments, Municipalities and other 
public bodies. There is apparently no exception taken to the banks acting as 
agents, through their numerous branches, for the distribution of securities, 
recelving a commission for such services, or to their sharing commissions with 
the bond dealers when purchasing orders are received from clients; provided 
in both cases that the source of supply of the securities sold to the public be 
the issuing body or the investment bankers. 


267. In answer to these representations, it is pointed out by the banks that 
dealing in securities is a recognized normal activity of banks throughout the 
world, and that in Canada the right of a bank to conduct such operations was 
established in 1876; that the revision of the Bank Act of 1890 and subsequent 
revisions (including that of 1923, subsection (1) (c) of section 75) authorized 
a bank to “deal in, discount and lend money and make advances upon the 
security of, and take as collateral security for any loan made by it, bills of 
exchange, promissory notes and other negotiable securities, or the stock, bonds, 
debentures and obligations of municipal and other corporations, whether secured 
by mortgage or otherwise, or Dominion, Provincial, British, foreign and other 
public securities,’ and under subsection (1) (d) to “engage in and carry on 
such business generally as appertains to the business of banking.” “Banking 
business” was defined in 1918 in Great Britain by the Board of Trade after 
consultation with the Treasury as follows:— 


“* Banking business’ means receiving money on current account 
or on deposit; accepting bills of exchange; making, discounting, buying, 
selling, collecting or dealing:in bills of exchange, promissory notes and 
drafts whether negotiable or not, buying, selling or collecting coupons; 
buying or selling foreign exchange by cable transfer or otherwise; issuing 
for subscription or purchase or underwriting the issue of loans, shares 
or securities;......:. a 


268. The banks have drawn attention to the valuable aid rendered to the 
Dominion Government in floating its loans during the Great War, and to the 
assistance given in the marketing of a large volume of public securities in the 
post-War period, including the National Service and 4 per cent Loans of 1931 
and 19382. They have also drawn our attention to the fact that, when securities 
issued by public bodies run into many millions of dollars, their participation 
is necessary if firm bids are called for, and their assistance is always valuable 
to ensure wide and prompt distribution of the securities. It is manifestly in 
the public interest that Provincial Governments and Municipalities and other 
publie bodies should obtain as high a price as possible for their issues and this 
canbe better secured by active competition among bodies financially capable 
of making good their tenders. There seems to us no justification for legislative 
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interference with the practice which ensures keen competition and close tender- 
ing, and it follows that if the banks become, in whole or in part, the pur- 
chasers of such issues, they ought to be allowed to distribute them through 
their branches. From the point of view of the public, it has been pointed 
out that the banks have hundreds of branches in small and remote communities 
where the investment houses do not have, and cannot maintain, offices. 


269. While there is no doubt of the banks’ right to deal in securities we could 
not fail to be impressed by evidence of abuses. It may be true that the volume 
of industrial or other securities sponsored and distributed by the banks may 
have been small in comparison with that of the governmental and municipal 
issues sold by them, but we, nevertheless, strongly urge upon the Canadian 
banks the advisability of refraining from dealing in, or distributing for their 
own account, any but the highest class securities available in the country, and 
more particularly those issued by Governments, municipalities and other public 
or semi-public bodies. 

270. As regards trading in stocks we do not consider that the banks should 
act otherwise than as agents for their customers to place such orders as they 
may receive through the regularly constituted channels provided by the 
brokers and investment bankers. 


(f) Section 88 of the Bank Act 

271. The question of the desirability of the retention of this much discussed 
section was among the topics raised before us. On the other hand we were urged 
to extend its provisions to certain additional items, namely silver foxes, fox 
pelts and fertilizers. The section is anomalous inasmuch as it contravenes the 
general principle of law that a borrower cannot pledge articles which he retains 
in his own possession. This principle affords a safeguard to creditors and is of 
importance in a trading community. We recognize that the section was intro- 
duced to meet the conditions of a developing country lacking accumulations of 
working capital and we are not satisfied that its utility is spent, although the 
time may come when the advantage of retaining it may well be questioned. We 
do not advise the repeal of the section but we do not think that it should be 
further enlarged. 


(g) Alleged Subordination of Eastern and Western Interests to those of the 
Central area 

272. It was alleged that the boards of directors of the Canadian banks, who 
decide the general policy of the several banks, included too large a proportion of 
members domiciled in the Central Provinces and that accordingly the attitude 
of the banks was more sympathetic to Central than to Eastern and Western 
' requirements. Representations were received to the effect that, under such a 
centralized system, applications for loans from Eastern and Western communities 
or business interests had to be passed upon by head office officials who were not 
sufficiently conversant with Eastern or Western conditions and who might be 
inclined to favour enterprises near at hand. 

273. The banks have been most emphatic in denying these charges, and have 
submitted that their boards were as far as possible representative of the entire 
country, or at least of such parts of the country as provided a sufficient volume 
of business. The banks submit that for administrative purposes the branches are 
grouped into districts, generally by provinces, under the charge of a supervisor 
with authority to deal with all credits up to, say, $25,000. At certain points, 
where banks have committees of directors, the limit is still larger. We received 
evidence to the effect that, in the case of one bank having its head office in 
Montreal, out of thousands of loans made in the three Prairie Provinces 99-64 
per cent were granted before reference to head office; whilst another bank reported 
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that 82-32 per cent of its loans in Alberta had been dealt with by the branch 
managers directly, that 16-47 per cent had been referred to the Calgary super- 
intendent, leaving 1-21 per cent for approval by the Assistant General Manager 
in Winnipeg, and out of this 1-21 per cent only -605 ne cent had been sub- 
mitted to head office. 

_ 274. The banks state that they desire to have on their boards leading Beat 
ness men from the districts where banking operations are on a sufficiently large 
scale, but that they must also take into account the distribution of their share- 
holders. It must always be borne in mind that it is permissible to establish a 
bank in any province or region of Canada under the Bank Act by the provision 
of the moderate capital of $500,000. 

275. We do not see how this sentiment could be allayed by any form of 
legislation, but in view of the fact, which appears from a statement submitted 
by the Canadian Bankers’ Association, that out of a total of 170 directors of 
all the chartered banks in Canada only two reside in the Provinces of Alberta 
and Saskatchewan, we commend to the attention of the shareholders of the 
Canadian banks that they should, in their own interest, consider the advisability 
of providing not only a fair but a generous proportion of directors from the 
eastern and western sections of the country and of further extending their local 
committees for the purpose of allaying any regional feeling of. discrimination. 
Goodwill between the banks and the public in all parts of Canada is essential 
to the proper functioning of the banking system as wel! as:to the promotion 
of national unity. 


(h) Bank Directorates 


276. Attention has been directed at several of our hearings to the fact that 
many bank directors are also directors of other corporations and it has been 
suggested that in consequence such corporations are specially favoured in the 
credit policy of the banks to the detriment of individual customers engaged in 
agricultural and the primary industries generally, as well as of traders with 
comparatively small credit requirements. It is also urged that such directors 
in voting as members of their boards upon credits to companies of which they 
are also directors occupy a position in which their interest would be in conflict 
with their duty to the shareholders of their banks. 

277. As to the first of these suggestions it is to be observed that no evidence 
has been adduced before us showing that there has been such discrimination in 
banking policy and that as banks are engaged in nation-wide business they 
naturally desire to have upon their boards men engaged in large enterprises, who 
are thus in a position to bring to their respective banks profitable business in 
the form of deposits, loans and exchange. 

278. In addition to this important consideration boards of directors are 
mainly concerned with the policy of their banks rather than with the day to day 
routine administration. Moreover as the field of banking is coextensive with the 
entire economic activities of the Dominion it is necessary that members of Boards 
of Directors should be men of affairs, actively engaged in business enterprise or 
having at least wide knowledge of commercial and financial conditions. It 
would seem unwise therefore to restrict membership in bank directorates to those 
who are not directors of other corporations. It must be left to the sense of 
propriety of directors not to place themselves in a position where their interests 
may conflict with their duty or which may justifiably attract unfavourable | 
comment. 

279. We agree, however, that directors should not vote or be present at 
meetings of their boards when credits to themselves or any firms or corporations © 
of which they are partners or directors are under consideration, and we are 
informed that most of the banks have by-laws to this effect, which in practice 
are strictly obeyed. We suggest that all banks should have such a by-law. 
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(i) Bank Profits 

280. Some allusion was made at our hearings to the amount of profits earned 
and the dividends paid to shareholders by the banks. It does not seem neces- 
sary to discuss this question in great detail as the figures presented to us giving 
the record of earnings and dividends over the last ten years indicate clearly 
what the position is. 

281. The average paid-up capital, reserve and undivided profits, constituting 
the shareholders’ investment, was $268,158,153 during the years 1923 to 1932 
inclusive, made up as follows:— 
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282. It should be noted that the reserve funds have been constituted, in part, 
from cash received from shareholders as premiums on capital stock issues. Of the 
present reserve funds, 42 per cent has been derived in this manner, 34 per cent 
has been made up from profits accumulated throughout the respective periods 
of the banks’ lives and 24 per cent was added in connection with the purchase 
of assets of other banks. 

283. The average net annual profit available for dividends, 1923 to 1932, was 
$17,064,957, which is the equivalent of 6:36 per cent on the average shareholders’ 
investment. The dividends paid averaged $15,919,884, which is equal to 5-93 
per cent of the average shareholders’ investment. 

284. Since 1930 all bonus dividends have been discontinued by the Canadian 
chartered banks and the regular dividends have been decreased by 4 per cent 
per annum in the case of four banks, 3 per cent in the case of another, and 2 
per cent in the case of three other banks. 

285. In coming to any conclusion as to whether or not the returns to Cana- 
dian bank shareholders have been reasonable, having regard to the earnings which 
might be secured upon capital invested in other enterprises or in Governmental, 
municipal or high grade industrial securities, note must be taken of the double 
liability which attaches to the shareholder’s participation and also to the 
desirability that there should, from time to time, be a ready flow of money 
available for bank capital. 


(j) The Decennial Revision 

286. On the one hand it has been suggested that the banks’ charters should be 
rendered perpetual and that the banks should not be subjected to the recurrence 
every ten years of the disturbing process of revision of the Bank Act. On the 
other hand it has been suggested that revision should take place at shorter 
intervals. No adequate reason has been adduced before us for altering the 
existing practice. 


(k) The Statutory Returns 

287. We have received both from Mr. Coats, the Dominion Statistician, and 
from a committee under the chairmanship of Professor Jackson, suggestions as 
to the improvement of the various statistical returns which the banks are 
required to make. This is a matter of detail and largely non-controversial, and 
in our view is more appropriate for consideration by the Department of Finance, 
preliminary to the inquiry before the Standing Committee on Banking and 
Commerce to which the revision of the Bank Act will doubtless be referred by 
Parliament. 
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(1) Banks and Insurance Business : 

288. We heard some evidence on behalf of insurance agents to the effect that 
the banks were engaging in or influencing insurance business and so invading their 
sphere. The Bank Act is quite explicit on the subject. Section 75 (3) provides 
that:— vey 

“No agent or manager of any bank shall act as agent for any insur- 
ance company or for any person in the placing of insurance, nor shall any 
bank exercise pressure upon any borrower to place insurance for the 
security of such bank in any particular insurance agency 43 


289. The suggestion made was that the provisions of the statute were 
indirectly evaded. The Bankers’ Association assured us that the banks took all 
steps to prevent the infringement of the statute by their agents or managers and 
that if any case of non-observance of the statute were reported it would be duly 
dealt with. From the public point of view there is the further protection of the 
Provincial legislation regarding the licensing of those engaging in insurance 
business. We do not think that any additional statutory protection need be 
accorded to the insurance agents other than the Bank Act and the Provincial 
legislation already afford. 


(m) Restriction of Deposits by Married Women 


290. At Montreal a special point affecting the rights of:married women in the 
Province of Quebec was brought to our notice by the Canadian Alliance for 
Women’s Votes. Section 95 of the Bank Act which authorizes a bank to receive 
deposits from, and to repay deposits to, persons under legal disability provides 
in the third subsection as follows:— 


“Tf the person making any such deposit could not, under the law of 
the Province where the deposit is made, deposit and withdraw money in 
and from a bank without this section, the total amount to be received from 
such person -on deposit shall not at any time exceed the sum of two 
thousand dollars.” 


291. As, under the law of the Province of Quebec, a married woman could not, 
apart from section 95, deposit or withdraw money without her husband’s consent, 
the effect of the subsection just quoted is that in this Province a married woman 
cannot without her husband’s consent deposit more than $2,000 in a bank. Appar- 
ently under the Dominion Post Office legislation a married woman is under no 
disability as regards the amount which she may deposit in the Post Office Savings 
Department, and may make deposits up to the limit of $5,000 which applies 
generally. We were asked to recommend that in the case of married women in 
the Province of Quebec the limitation on deposits in the banks to $2,000 should 
be removed and an unlimited right of deposit conferred, without the requirement 
of the husband’s consent. We think that this is a reasonable request and we 
recommend that section 95 (3) be amended accordingly. 


CHAPTER VIII 


CONCLUSION 


292. We have now considered all the matters brought to our notice with which 
we can usefully deal within the scope of this Report. As we indicated at the 
outset, some of the topics discussed before us are not in our opinion appropriate 
for legislative treatment in the revision of the Bank Act, and on such topics we 
have confined ourselves to comment and advice, confident that what we have said 
will receive due consideration. Our operative recommendations are consequently 
few in number. 


293. By a majority (The Chairman, Sir Charles Addis and Mr. Brownlee; Sir 
Thomas White and Mr. Beaudry Leman dissenting) we recommend that a central 
bank for Canada, be forthwith established. 


294. We unanimously recommend that an inquiry be instituted by the 
Dominion Government, preferably with the co-operation of the Provincial Gov- 
ernments, to investigate the existing organizations for the provision of rural 
credit with a view to the preparation of a scheme for the consideration of 
Parliament. 


295. These are our two recommendations with regard to the improvement of 
the Canadian financial structure. 


296. Our recommendations with regard to the existing administration and 
practice of the Canadian chartered banks will be found in Chapter VII under the 
appropriate headings. 


297. On certain topics Mr. Brownlee desires to add some further observations 
‘ and these will be found in an Addendum attached to our Report. 


298. In addition to the tables printed in preceding chapters, we have also 
printed in the appendix a number of other tables and statements which seemed 
to us likely to be useful to those who are interested in our subject. 


299. We cannot conclude our task without expressing our indebtedness to all 
those who by their evidence or their written communications have been at such 
pains to lend us assistance. Among many useful contributions which we have 
received we may be allowed to refer, on account of its representative character, to 
the brief submitted by the Canadian Chamber of Commerce. In reaching our con- 
clusions we trust that we have given due weight to all the representations laid 
before us. It may not be out of place to express here our high appreciation of 
the courtesy with which we were received, indeed welcomed, by the Governments 
of the Provinces and of the ready help which they extended to us in our investi- 
gations. 
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300. To our secretaries Mr. Roberts and Mr. Plumptre, who have discharged ~ 
their arduous duties under circumstances of unusual difficulty and pressure, we 
owe no ordinary gratitude for their peat: devotion to duty and their resource- 


ful assistance. 


B. J. Roserrts, 


Secretary. 


A. F. W. PLUMPTRE, 


Assistant Secretary. 


Otrawa, 27th September, 1933. 


MACMILLAN, 
Chairman. 


C.S. ADDIS. 

W. T. WHITE.* 

J. E. BROWNLEE. 
BEAUDRY LEMAN.* 


* Subject to dissent on certain matters as set out in his memorandum 


attached. 
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ADDENDUM _ 
‘By SIR THOMAS WHITE 


ParaGRAPHs 141 To 148, IncLusive, Cuarrer III or THE Forncorne Report 


BANK DEPOSITS 


I regard the treatment of this subject in the above-mentioned paragraphs 
of the Report as incomplete by reason of omission to emphasize the funda- 
mental economic factors affecting the aggregate of bank deposits from time 
to time. | 

The two major causes of Variation in the volume of deposits are bank loans 
and purchases of securities by the banks. Bank loans come into existence 
through the initiative of borrowers who believe they can employ profitably 
the funds obtained. Bank loans, therefore, and with them the aggregate of 
bank deposits, increase in periods of active demand for commodities and of 
rising prices. Conversely, both diminish in periods of declining demand and 
falling prices. In both cases the volume of agricultural production due to good 
or bad harvests,plays a most important part. Another factor is confidence, 
or lack of confidence, in the financial stability of the nation. Security pur- 
chases by the banks on the other hand are made on the initiative of the banks 
themselves. Subject to the maintenance by the banks of the level of security 
holdings considered necessary as part of their secondary reserves, further 
purchases of securities will be made from surplus cash reserves only if good 
loans are not available, since such loans result in more profitable employment 
of funds. To maintain normal cash reserves, banks, if their security holdings 
exceed the minimum deemed essential, will sell securities rather than restrict 
good loans. 


The influence of the economic factors above named is well shown in official 
statistics relating to both demand and notice deposits by the Canadian public 
during the past twenty years. On 30th June, 1914, demand deposits by the 
Canadian public totalled in round figures three hundred and fifty-five million 
dollars. By 1920, due to the War and early post-War activity—a period of 
rising commodity prices and rapidly expanding national production—the 
aggregate had reached six hundred and fifty-nine millions. In the same period 
and due to the same causes notice deposits rose from six hundred and sixty- 
three millions to twelve hundred and forty-three millions and in 1921 to thir- 
teen hundred and eight millions. In the post-war period 1920-1925, inclusive, 
owing to the sharp decline in world commodity prices, the volume of demand 
deposits by the Canadian public fell from the maximum of six hundred and 
fifty-nine millions mentioned above to four hundred and ninety-five millions, 
while the aggregate of notice deposits diminished from thirteen hundred millions 
in 1921 to twelve hundred and fifty-three millions in 1925. The succeeding 
period 1926 to 1929 was featured by a vast economic and financial expansion 
in Canada, caused by bountiful harvests and good prices, the great volume of 
borrowings in the United States by Canadian Governments, municipalities and 
private corporations and the concurrent influx of American capital seeking per- 
manent investment in Canadian industrial enterprise. It was also featured by an 
unprecedented wave of stock speculation which swept both Canada and the 
United States. The resultant effect of all these factors is clearly shown in the 
expanding volume of Canadian bank deposits. Demand deposits increased from 
four hundred and ninety-five millions in 1925 to six hundred and seventy 
millions in 1929 and notice deposits from thirteen hundred and twenty-eight 
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millions in 1926 to fourteen hundred and sixty-six millions in 1929. Then came 
both in Canada and the United States the culmination of this period of over- 
borrowing and over-expansion of credit and the “boom” collapsed in the 
autumn of 1929. There followed inevitably the period of severe depression 
which has lasted to the present time although there has been a certain degree 
of recovery during the past year. In this period, characterized as it has been 
by a disastrous fall in the price level of commodities in all markets of 
the world and a practical cessation of Canadian borrowing abroad except for 
the purpose of renewing maturing loans, we find as we should expect a marked 
decline in the amount of Canadian bank deposits. The aggregate of demand 
deposits fell from six hundred and seventy millions in 1929 to four hundred 
and eighty-eight millions in 1932. On 30th June, 1933, they showed an increase 
to five hundred and thirty-five millions—one of the evidences of recovery above 
noted. Following a like course, notice deposits decreased from fourteen hundred 
and sixty-six millions in 1929 to thirteen hundred and seventy-three millions in 
1932 and increased during the succeeding year to thirteen hundred and eighty- 
six millions. 

It is to be observed that during the entire period 1914-1933 covered by this 
review the cash reserves of Canadian banks were maintained on a percentage 
ratio to deposit liabilities in keeping with the standard practice of banks of the 
leading commercial and financial nations of the world. 

As bearing also upon this subject it may be observed, that while deposits are 
a medium of exchange as stated in the Report, their economic importance depends 
largely upon the velocity with which they are turned over. Dormant deposits 
represent potential but unused buying power. It is interesting to note that, tak- 
ing 1926 as a base, the velocity of Canadian bank deposits (expressed as a ratio 
of reported bank debits to total deposits) fell from a peak in October, 1929, 
of 153 per cent to 94 per cent in October, 1932, while the total volume of bank 
eredit in Canada (loans plus security holdings) in the same period fell only 
from approximately 141 per cent to 118 per cent. 

I feel justified in dealing with this subject in some detail because of the pos- » 
sibility of misunderstanding on the part of readers of the Report as to the respec- 
tive degrees of influence exerted by fundamental economic factors and by bank- 
ing technique upon the volume of Canadian bank deposits. 


W. T. WHITE. 
Ortrawa, October 3, 1933. 
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MEMORANDUM OF DISSENT 
By SIR THOMAS WHITE 


THE Finance Acts, 1914 anp 1923 


I respectfully dissent from many of the statements and conclusions con- 
tained in Chapter IV of the Report and particularly those relating to the 
administration and operation of the Finance Acts of 1914 and 1923 during the 
war and post-war periods respectively. The paragraphs of the Report dealing 
with these matters are numbered 188 to 195 inclusive. In paragraph 190 it is 
correctly stated “that the Dominion Government did not attempt to use the 
Dominion note issue to any extent as an agency of inflation.” The further 
statement that the Finance Act “may be said to have been the efficient agent 
which made effective the policy of inflation which Canada, in common with all 
belligerent countries, followed” requires qualification. It is true that there 
was credit inflation arising from the volume of Dominion borrowings for war 
purposes, through issues of bonds subscribed by the Canadian public. But there 
was on the part of the Government no “ policy of inflation.” Credit inflation 
automatically Ae inevitably occurred owing to the need of financing the Gov- 
ernment’s own war expenditures in Canada and of providing the British Govern- 
ment with the necessary funds to pay for the vast amount of foodstuffs, muni- 
tions and other products purchased in Canada and required by Britain and her 
allies in the prosecution of the war. In respect of these advances to the British 
Government aggregating more than twelve hundred million dollars it is to be 
observed that conversely that Government made advances in sterling in London 
to the Canadian Government to meet the expenditures of the latter in maintaining 
the Canadian forces abroad. On balance at the end of the war the British Gov- 
ernment owed the Canadian Government two hundred and twenty million dollars 
which was duly paid. 

In connection with this subject of credit inflation it may be pointed out 
also that the prices of munitions, wheat and certain other commodities were fixed 
at high levels (in conformity with those prevailing in the United States) and 
that, owing to war demand, general prices in Canada were continuously forced 
upward and national production greatly expanded. In these conditions and 
having regard to the suspension of the gold standard in all the great nations of 
the world except the United States, the Finance Act instead of being an instru- 
ment promoting a policy of credit inflation served with the highest efficiency 
the purpose of providing in conjunction with the note issues of the banks adequate 
currency facilities for the financing of the rapidly mounting volume of Canadian 
agricultural, industrial and commercial production and trade. It is my belief 
that no central bank in the world during the war period functioned more 
smoothly or was capable of being utilized more promptly or with greater 
immediate effect in serving the purposes of national and business finance than 
the Canadian Finance Act of 1914. It is also my view that during the period 
in question and in the very trying period of so-called reconstruction following 
the Armistice no other monetary system proved more efficient or better adapted 
to national needs than that of the chartered banks of Canada supplemented as 
it was by the provisions of the Finance Act of 1914. The advantage of that 
system to the Government of Canada, in making its issues of bonds to the 
Canadian public and of having immediately available through the agency of the 
Canadian Bankers’ Association the facilities afforded by the chartered banks 
with their thousands of branches throughout the Dominion needs only to be 
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mentioned to be realized and appreciated. And in my opinion the same high 
degree of efficiency has been maintained by the Canadian financial system down 
to the present time. Of this statement we have at least partial proof in the 
stability of that system during the unprecedented world depression of the past 
four years. 


In paragraph 191 of the Report reference is made to the depreciation in the 
value of the Canadian dollar following the conclusion of the war. This depre- 
ciation was not of course confined to Canada but was common to the currencies 
of all nations engaged in the war except the United States, whose participation 
was for a less lengthy period than that of the other great nations. During this 
immediate post-war period the Canadian dollar stood at a higher gold exchange 
value than that of the currency of Britain or of any other Dominion of the. 
fmpire and much higher than that of any of the currencies of the Continental 
belligerent nations. One of the reasons for this strength in Canadian exchange 
was that Canada had come through the war without having incurred a net 
indebtedness either to Great Britain, the United States or any other nation. 
Canada’s war debt was owed almost exclusively to the Canadian public who had 
subscribed the various issues of securities made by the Government to meet war 
expenditures. The Finance Act was in no wise responsible for the fall in the 
Canadian dollar in the immediate post-war period. 


I also respectfully take exception to the statements contained in paragraph 
195 relating to the administration of the Finance Act of 1923.in the period fol- 
lowing the resumption of the gold standard by Canada in 1926. One of these 
statements is as follows: “An examination in the light of contemporary con- 
ditions of the rates charged from time to time on Finance Act advances suggests 
that these rates were not used as an instrument of credit expansion and con- 
traction but were mainly varied to meet the exigencies of the Dominion Gov- 
ernment’s finances.” With respect to this suggestion, it need only be pointed 
out that the rates charged on the advances referred to were practically in keep- 
ing with the rediscount rates of the Bank of England and (which is a much 
fairer basis of comparison so far as concerns Canada) with those of the New 
York Federal Reserve Bank during the period in question. The following tables 
show the comparative rates from 1926 to 1930:— 


New York Federal 
Canada Bank of England Reserve Bank 
OD tad uel oe aa 41% 5% 4 %, 34% and4 % 
19ST. Me ec sc tiie. | aa Oee cae a ae ee 43% 33% 
BOQS OUTING ae 32%, 5%, 44% 43% 4%, 44% andd % 
19207 pean he 43% 53%, 63% 6%, 6 %, 5 % and 43% 
54% and 5% 

TOD Se La erate 4k% 43% 4% 


Even if the suggestion were correct that Canadian rates “were mainly varied 
to meet the exigencies of the Dominion Government’s finances,” the Dominion 
Government’s action would not have been in any way singular or open to criti- 
cism. The rediscount rates of both the Bank of England and of the Federal 
Reserve Bank System of the United States have been frequently and properly 
fixed to meet the exigencies of their respective Governments’ finance such as for 
example to enable issues of Treasury Bills, or of long term securities to be 
made at low interest yield rates for temporary or refunding purposes, It is 
Central Bank practice in all countries to regard Government exigencies as a 
factor in the fixing of discount rates when occasion so requires. In Canada 
whether a Central Bank is established or the Finance Act is retained the redis- 
count rate in the one case and the rate on advances in the other will be bound 
to be affected by the need of the Government to obtain short or long term money 
as cheaply as possible and to provide funds at a reasonable rate to aid the 
financing of the movement of the Western wheat crop. These in my opinion 
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have been the two main factors affecting the rates charged for advances under 
the Finance Act from 1926 down to the present time. | 
, It is possible, as stated in this paragraph, that “rates on advances under the 
Finance Act were not used as an instrument of credit expansion and contrac- 
tion.” The rates of rediscount quoted above show that in the result (no mat- 
ter, what the intention) the rates charged by the Treasury Board were kept 
fairly uniform with those of the Bank of England and of the Federal Reserve 
Baak of New York which presumably were employed (partially at least) as 
“instruments of credit expansion and contraction.” It must be borne in mind, 
however, that it is only in large international financial centres, such as London, 
Paris and New York, that a rise or fall in rediscount rates exerts an important 
effect upon credit expansion or contraction. An examination of the borrowings 
of Canadian banks under the Finance Act shows such a slight percentage (1 to 
fo) of the aggregate of such borrowings to the total volume of Canadian bank 
credits including security holdings that the rate charged upon such advances 
coidld have had no appreciable effect unless, of course, it had been raised go 
mich higher than the London and New York rates as to cause a violent con- 
traction of credit and a rise in the interest rates charged to the entire agricul- 
tural, commercial and financial community. Such an increase in rate could not, 
having regard to public opinion, have been put in effect by any reserve institu- 
tion that might have existed in Canada at the time. There is another aspect 
of the matter. I} is implied that the officials of a Central Bank, had there been 
one in Canada at the time, would have wisely discerned that expansion or con- 
traction of credit was needed and would have acted accordingly. This inference 
finds no warrant in the action taken from time to time throughout the Federal 
Reserve System of the United States where conditions during the period in 
question were similar to those which prevailed in Canada. The fact is that 
“the light of contemporary conditions”’ mentioned in the paragraph referred to 
seems to shine clearly only in a subsequent period when the conditions have 
themselves become a matter of history. The managers of Reserve institutions 
are no wiser than other financiers and possess no greater insight into conditions 
or prescience as to their outcome than the general mass of contemporary busi- 
ness men. The assumption that supermen may be found who can diagnose an 
era and wisely control expansion or contraction of credit (save in international 
financial centres such as London) is not in my view well-founded. We can all 
see more clearly in retrospect. The real check upon undue expansion of the 
currency issued under the Finance Act is the caution exhibited by the banks 
themselves. They have always been sparing in their resort to its privileges 
and pay off their advances as quickly as possible. There is a twofold reason 
for this policy: firstly because they do not desire to continue to pay interest 
any longer than necessary and secondly because they do not care to incur or to 
show in their returns heavy indebtedness in respect of advances under the Act. 
Although it may be technically correct that “the Finance Act did not provide 
Canada with the organization needed to undertake the tasks which the main- 
tenance of the restored gold standard implied,” the fact is that in conjunction 
with the policy followed by the banks the Canadian monetary system worked, 
quite as efficiently as the Central Bank systems of nations economically similar 
anada. en 
; tt was suggested during the course of our hearings that political influence 
might possibly affect unfavourably the administration of the Finance Act 
because the Treasury Board which authorizes advances and fixes rates of 
interest payable thereon is composed of members of the Government. With 
regard to this I have only to say that if by “ political influence” is meant 
partisan or improper influence not a shred of evidence has been adduced before 
the Commission in support of such a suggestion. The fact is that authorization 
of advances under the Act is an almost purely routine matter of administration 
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carried out by the Treasury Board, aided by the recommendation of the Min- 
ister of Finance and the advice of his chief officials. I have no hesitation in 
asserting that the administration of the Finance Acts under all Governme:its 
has been wholly free from any such influence. If, however, it should be deemed 
expedient by Parliament to limit the aggregate amount which may be borrowed 
by the banks under the provisions of the Finance Act or make the Goverr or 
General in Council instead of the Treasury Board immediately responsible ‘or 
fixing such aggregate from time to time and the rates of interest to be charged 
upon advances, legislation to that end may of course be readily enacted. 
Should it be the opinion of the Minister of Finance that he requires additioial 
expert assistance to that available in his Department he might appoint as a 
permanent member of his staff an outstanding economist whose special duty 
it would be to continuously study the economic and banking situation in Can- 
ada. Such an official together with the Deputy Minister of Finance (himself 
a distinguished economist) and the Inspector General of Banks would con- 
stitute a most competent Departmental Committee to advise the Minister and 
the Treasury Board upon all applications for advances by the banks. Person- 
ally, if any change is made in the existing mode of procedure, I would prefer 
such a permanent Departmental Advisory Committee to an independent Board 
created for the purpose of control and regulation of credit through the adminis- 
tration of the Act. It may be of interest to the public to know that since the 
enactment of the Finance Act in 1914 the Dominion Government has received 
a total revenue, by way of interest charged the banks upon advances, of 
$22,782,602, with practically no additional cost to the Department of Finance. 


THE ESTABLISHMENT OF A CENTRAL BANK 


Upon this most important question which involves consideration of struc- 
tural change in Canada’s monetary system I regret to find myself in. disagree-. 
ment with a majority of the members of the Commission. With my colleague, 
Mr. Leman, I dissent from their recommendation that “a Central Bank for 
Canada be forthwith established.”” The terms of our dissent are to be found in 
paragraph 238 of the Report and are as follows:— 

238. Sir Thomas White and Mr. Beaudry Leman dissent from the arguments and con- 
clusions contained in this chapter as to the need of the establishment of a central bank at 
the present time and under existing conditions and also as to certain features of the suggested 
constitution of such a bank should it at any time be established in Canada. 


As Mr. Leman has in his memorandum set out the main grounds of our 
dissent I shall only make some general observations upon the subject in issue 
and call attention to certain features of the constitution of the proposed bank 
which I regard as open to criticism. I do not say that at no time in the future will 
a Central Bank be needed as an integral part of Canada’s monetary system. It 
“may well be that in the course of the evolution of that system such an institution | 
may be found necessary and established. Even if I believed however (which IL 
do not) that a Central Bank could now perform useful functions as a part of our 
monetary system, I would still entertain the view that the present is not a 
suitable time for its establishment. My reason for this conviction is that, 
without regard to the financial disturbance which would undoubtedly be caused 
by such a fundamental alteration in the structure of our monetary system, an 
institution of this kind would hamper rather than help the Government of the 
day in dealing with the manifold and complex financial problems with which 
it is confronted. A Central Bank, newly established, entrusted immediately 
with the ownership of the entire cash reserves of Canadian banks, and adminis- 
tered by a necessarily untried and independent Board of Directors clothed with 

the power of controlling currency, credit and security issues and charged with the . 
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conduct of negotiations respecting our external public finance, could, I think, be 
only an impediment to the Government in this trying period, when direct 
unfettered Governmental action is manifestly required. I recall that the Union 
Government, of which I was a member in the reconstruction period following 
the Armistice—a period very similar to this—declined ‘to consider favourably 
the establishment of a Central Bank for the reason I have expressed... 
Some of the financial problems to which I have alluded are the refunding of 
our outstanding loans, the flotation of new issues, whether in Canada or else- 
where, the sale of Treasury Bills, the management of an Exchange Stabilization 
Fund (should that hazardous experiment be tried) and such questions as reduc- 
ing unemployment and raising the domestic price level through monetary action. 
In the solution of all these problems it is my belief that the existing banking 
system of Canada supplemented by the provisions of the Finance Act, affords 
the Government a much more efficient instrument than that system controlled 
and regulated by a newly-created Central Bank independent, in theory at 
least, even of the Government of the day. There are many signs of business 
recovery in Canada to-day. Structural alteration in our monetary system could 
hardly fail to retard, temporarily at least, such recovery. 


I wholly agree with the view of the Canadian delegation and the other 
delegations of the Empire in formally stating, after the adjournment of the 
recent World Monetary and Economic Conference that “the ultimate aim of 
monetary polity should be the restoration of a satisfactory international gold 
standard.” My conviction is that as the main trouble in the world to-day is 
debt—national, international, corporate and private—that none of the nations, 
no matter how self-contained they may suppose themselves to be, can possibly 
achieve recovery unless a reduced gold content of their various currencies is 
established (or has, as in the case of France, been established) and the leading 
nations are thus enabled to return to a gold standard which they can severally 
maintain. Such a return would mean the immediate stabilization of exchange, 
the end of the ruinous contest in depreciation in currencies, increase in volume 
of international ‘trade and a reduction of debt obligations in terms of gold 
(without any change in their nominal value) to manageable proportions. 


The international co-operation necessary to accomplish this desired end 
can I think be achieved only by direct negotiations of Governments with Govern- 
ments. I have no confidence that international conferences of Central Bank 
officials, no matter how eminent they may be, whose respective Governments may 
overrule their decisions at any moment, can bring about the restoration of gold 
as the universal medium of exchange and so promote world recovery. With 
respect to some of the specific reasons put forward by a majority of the Com- 
mission in favour of the immediate establishment of a Central Bank for Canada, 
I summarize my observations as follows:— 

(1) The fact that Central Banks have been created by numerous other 
countries is not a valid argument for the establishment of such an institution in 
Canada. In the case of most of these countries the exchange value of their cur- 
rencies is lower than that of Canada and their national credit not nearly so high. 
Notwithstanding the existence.of their Central Banks, conditions within their 
areas are not nearly so good as those prevailing in Canada. The question so far 
as Canada is concerned, must be considered in the light of our own situation 
and circumstances. A disturbing feature of the financial statements of several 
of the Central Banks established since the war is the unduly high ratio of float- 
ing Governmental debt to the aggregate of assets against which currency may be 
issued. In these cases the facilities afforded Governments of easy financing 
obviates the immediate necessity of balancing their annual budgets and leads to 
the invalidation of their credit and a continuous depreciation in the exchange 


<> 
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value of the currencies of their respective countries. The resulting loss of con- 
fidence makes it difficult or impossible for such countries to refund maturing 
issues at lower yield rates of interest. 


(2) Expressions of, opinion by international conferences no longer, I am 
sorry to be obliged to say, carry weight with the public in any part of the world. 
History records no more tragic futilities than the deliberations and resolutions of 
these all too numerous gatherings from the Treaty of Versailles to the present 
day. | 

(3) I respectfully dissent from the view that a Board of Directors, of a 
Central Bank, wholly independent of the Government of the day, should, in a 
country such as Canada where domestic prices so greatly depend upon world 
prices, be vested with the power to endeavour, at least, to influence the levels of 
economic activity and prices. I believe that any action they might take towards 
this end would be nugatory so far as concerned its purpose but fraught with 
grave potentialities for causing business disturbance through its indirect effects. 
My view is also that no Board of Directors, no matter how eminent its personnel, 
would be wise enough to be entrusted with such a duty. 


(4) I do not regard the establishment of relationships between a Central 
Bank in Canada and Central Banks in other parts of the world or with the Bank 
for International Settlements as being of sufficient importance to warrant the 
expense of establishing and operating a Central Bank in Canada. 


Now as to certain features of the constitution or “set-up” of the proposed 
Central Bank as recommended by the majority of the Commission: 


(1) The proposed “ set-up ” apparently contemplates that vacancies caused 
by the retirement of directors in rotation should be filled by vote of the share- 
holders. If this is the case there would undoubtedly be active canvassing of 
shareholders for proxies to be voted on behalf of candidates seeking election to 
positions of such prestige and emolument. Vacancies in the directorate occur- 
ring from time to time should in my view be filled by the Governor-General in 
Council. 


(2) The provision authorizing the Bank to become the banker for Pro- 
vincial Governments (in which is implied a measure of control over the con- 
duct of their financial operations and expenditures) is in my opinion unwise 
and likely to lead to undesirable friction between Provincial Governments which 
become customers of the Bank and the officials of the Bank and ill-feeling on 
the part of other Provinces which might continue to transact their financial 
business and issue their securities as at present under their sovereign authority 
to “ borrow money on the sole credit of the Province” (Section 91, B.N.A. Act). 


(3) I join with my colleague, Mr. Leman, in his strong criticism of granting 
to the Board of the proposed bank the power to carry their cash reserves 
either in gold or foreign exchange. He has pointed out the grave risk involved 
in relying to too great an extent upon the stability of such exchange and to the 
necessity for maintaining a 25 per cent gold reserve in Canada. I desire to 
express the view that on no account should the Board of a Centra] Bank, (upon 
whose wisdom in making investments the integrity of the Canadian currency 
would depend), be empowered to reduce the gold reserves of the Bank in Canada 
to a point below 25 per cent of its liabilities. By possibility, under such a power 
as is proposed of carrying foreign exchange as cash reserves, Canada might be 
stripped of all her gold reserves and sustain a very heavy loss in replenishing 
such reserves or in realizing such exchange, as did many Central and other banks 
when Britain and United States departed from the gold standard. 
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I earnestly trust that a Central Bank for Canada (if one is established) 
shall not be entrusted with the management of an Exchange Equalization or 
Stabilization Fund. The risk of loss to the Government in the operations of 
such a fund, no matter how skilful its management, must necessarily be very 
great in a period when the range of fluctuations in the relative value of world 
currencies cannot be foreseen not only by reason of the incalculable economic 
factors involved but also by reason of the uncertain and undeterminable factor 
of the constantly changing policy of foreign governments in:respect of their cur- 
rencies. It is also my view that a Central Bank for Canada should not be 
empowered, except with the approval of Parliament, to enter into agreements 
with other central banks which would undoubtedly, on account of their 
greater experience and wide sources of information, possess decided advantage 
in the negotiation of such agreements. 

There is one observation which I feel I should make in concluding this 
Memorandum. The determination of the question of the advisability of the 
establishment of a Central Bank for Canada lies with the Government and Par- 
liament of Canada. There may be considerations of policy relating to the pro- 
motion of intra-Imperial and international trade which may materially 
influence that determination of which the members of our Commission have 
and can have no immediate knowledge. We are not legislators. We make 
our recommendations and set out the reasons therefor upon the evidence adduced 
before us and: having regard to our individual views of existing conditions in 
the hope that our Report may be of assistance to the Government and Parlia- 
ment in dealing with the many important and perplexing questions which have 
formed the subject of our deliberations as Commissioners. It is with this con- 
ception of our duty and in this hope that all the members of the Commission 
have conscientiously and diligently applied themselves to the task assigned to 
them under the terms of our reference. 


Woa ley WEEEE 
Ortawa, October 3, 1933. 
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MEMORANDUM 
By HON. J. E. BROWNLEE 


I have signed the Report of the Commission, without reservation other 
than my dissent from the recommendation of the majority of the Commissioners 
with reference to rates of interest on loans, Bank Act, section 91 (1) as stated 
in paragraph 253. I desire, however, to add some observations with respect 
to certain topics referred to in Chapter VII; to express my dissent from one 
recommendation with respect to the suggested constitution of a central bank 
as set out in Appendix I and to express briefly my views on one subject not 
considered in the Report. 


1. Cuapter VII 


(a) Rates of Interest on Loans to Provincial Governments, Municipalities 
and School Boards. 


While I do not dissent from the observations of the Commission on this 
topic, I feel consideration should be given to the complaint freely expressed 
to the Commission in Western Canada of the discrimination between the rates . 
of interest charged on loans to Provincial Governments, Municipalities and 
School Boards in the Western Provinces, as contrasted with rates on similar 
loans in Eastern Canada. The evidence is clear that the rates on such loans 
are from + to 4 per cent higher in Western than in Eastern Canada. The reason 
given by the banks is that rates of interest must bear a relationship to the risks 
involved. It has also been suggested that the relative value placed on: the 
bonds of the Western as compared with the Eastern Provinces by the investing 
public is a factor to be taken into consideration. On the other hand, it is clear 
from the evidence of the representatives of the Western subsection of the Cana- 
dian Bankers’ Association in Winnipeg, that the Provinces in Western Canada 
may now be regarded as settled communities; that, despite adverse crop con- 
ditions in some areas, no losses have been sustained by the banks on loans 
of this nature and that the number of defaults by municipalities on their public 
obligations has not been large in contrast to other parts of Canada. It can 
hardly be argued that the cost of operation with respect to such loans is higher 
than in the Eastern Provinces. I think it may be argued that the attitude of 
the investor in public bonds is influenced in no small measure by the lead given 
by large loaning bodies such as the chartered banks. This is a matter, of 
course, that cannot be dealt with by legislation, but I desire to express my con- 
viction that a very constructive step would be taken not only in removing the 
sense of unfairness that undoubtedly exists but also in assisting the general 
economic development of the West to the benefit of all Canada, if the banks 
could give a lead in expressing their confidence in the security and stability of 
the Western Provinces by placing the rates of interest on loans to public bodies 
on a basis uniform with those in other Provinces. 


(b) Bank Profits. 


_ Our Report on this topic has of necessity been based largely on data sup- 
plied by the banks. Any other information available to us has not disclosed 
that the banks have paid excessive dividends to their shareholders. It may be 
argued, however, that figures based on a ten-year average of earnings of all 
the banks compared with an average over a similar period of the investment 
of the shareholders may not be the most accurate method of approach. The 
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publication annually of a dividend rate based on the original par value of shares 
has no doubt been the cause of any existing feeling that excessive dividends 
have been paid. I therefore suggest that the Department of Finance or the 
Inspector-General might compile a more complete analysis of the earnings of 
typical banks for the benefit of the Standing Committee on Banking and Com- 
merce for the purpose of more fully allaying any public apprehension. 


(c) Bank Directorates. 


I desire to add a brief comment to our Report on this topic. Although pro- 
test was voiced at several of our hearings against the extent to which bank 
directors are directors of other corporations, no practical suggestion was offered 
as to how any limitation might be effected. I have been unable to see how, by 
legislation, Parliament could differentiate between corporations so as to say 
that bank directors should not be. directors of a certain class. In any event, 
the formation of a central bank to exercise the purposes proposed in our Report 
would do much to allay a very considerable amount of public apprehension on 
this subject. 


2. SUGGESTED CONSTITUTION OF A CANADIAN CENTRAL BANK 


In Appendix I it is suggested (a) that the capital of the central bank should 
be $5,000,000 offered for public subscription, and (b) that the first Governor, 
Deputy Governors and Directors should be appointed by the Governor General 
in Council, and that future appointments of the Governor and Deputy Governors 
should be subject to the approval of the Governor General in Council. This 
implies that future appointments of Directors and chief executive officers should 
be made by the shareholders subject to the approval aforesaid. 

I dissent from this suggestion and recommend that the capital be subscribed 

by the Government of Canada, and that all directors and executive officers be 
appointed by that Government, each appointment to be for a fixed number of 
years. 
The source of capital is in itself of little significance. The control of the 
bank is of great significance. The election of directors by private shareholders 
means private control, and notwithstanding the limitation of the rate of divi- 
dends, this control might place earning capacity as a first consideration. The 
only reason advanced in favour of private, as against national, control is the fear 
of political influence. I am not impressed by this argument. I believe the selec- 
- tion of directors and executive officials by a Government would be as wise as 
that of a body of shareholders, the majority of whom might vote by proxy. © It 
is admitted that the State must ultimately retain sovereignty in matters affect- 
ing currency. Emphasis is placed upon the necessity of close accord between 
the bank and the Government in all that pertains to the external value of the 
country’s currency. The primary purposes of a central bank are, in paragraph 
206 of the Report, defined to be the regulation of the currency in the best inter- 
ests of the State, and by wise and timely co-operation with similar institutions 
in other countries to mitigate as far as possible fluctuations in the general level 
of economic activity. 

In times of stress the policies of the State must prevail, whatever may be 
the constitution of such a bank. In normal times I am of the opinion that the 
function of the Governor, Deputy Governors and Board in carrying on all the 
functions of such a bank would not suffer as a result of appointment by the 
Government. It is suggested, in the plan in the Appendix that the Government 
should exercise partial authority in the selection of the executive officers of the 
bank. In my judgment it should exercise full authority. 
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Ags stated in our Introductory Chapter, our terms of reference are very 
wide and might be deemed to include many topics of public interest. We 
decided “to take a more moderate view of the duty entrusted to us and have 
considered it rather to be our task to enter upon the field of these large topics 
only insofar as they affect and are affected by the more specific subject of 
our study, namely, the banking and currency systems of Canada.” The fact 
that our inquiry was carried on at a time of rapid changes in the exchange 
value of the Canadian dollar in relation to the American dollar and the British 
pound sterling, and the uncertainty as to what further changes may result from 
policies adopted or about to be adopted in other countries, makes .it inadvis- 
able to attempt, for example, to express any opinion on such a subject as a 
Canadian policy of exchange, which otherwise I would have personally desired 
to consider. I feel it my duty, however, to comment briefly on certain repre- 
sentations made at our hearings on a subject which I feel is within the view 
we have taken of our task. 


4. Interest RATES 

At our hearings in every province of Canada the feeling was expressed by 
witnesses representing Provincial Governments, municipal bodies as well as 
many branches of industry in Canada, that interest rates were high and should 
be lowered. It is not my purpose to express any opinion as to whether interest 
rates on loans are high in comparison with the present interest rates on deposits. 
I do suggest that interest rates on deposits should be further reduced in order 
that reduced rates of interest on loans might result. The following extract 
appears in the Report of the Committee on Monetary and Financial Questions 
to the Imperial Economic Conference at Ottawa in 1932:— 


“In the monetary sphere the primary line of action towards a rise 
in prices should be the creation and maintenance, within the limits of 
sound finance of such conditions as will assist in the revival of enter- 
prise and trade. Among these conditions are low rates of interest. and 
an abundance of short term money.” 


It would seem clear there is no dearth of money in Canada awaiting 
investment, but it is suggested there is no demand for loans. I do not consider 
this a comprehensive reply. While admitting that, under present conditions, 
there is little private initiative in expanding industrial activity, and that 
recovery in general business is largely dependent on the psychology of the 
people, there is nevertheless a wide field in which lower interest rates would © 
prove a benefit. Lowering of interest rates on deposits would lead to a lower- 
ing of rates on the higher grade of bonds, both public and private, by leading 
depositors to seek more remunerative fields of investment and thus facilitate 
the refunding operations at lower rates of interest of both governmental authori- 
ties and industrial bodies. Annual carrying charges would thus be reduced. It 
should result in a reduction of rates on current loans, thus relieving the burden of 
all governmental authorities, Dominion, Provincial and Municipal. It should result 
in a general reduction of rates of interest that should permeate every phase of 
industrial and private enterprise and should thus result in some decided stimulus 
to a revival of business. 


J. E. BROWNLEE. 
OTTAWA, : 
September 28, 1933. 
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MEMORANDUM OF DISSENT 
By Mr. BEAUDRY LEMAN 


In formulating the reasons for my dissent from certain arguments and 
conclusions embodied in our Report, I am deeply conscious of two main dis- 
abilities. It will undoubtedly be considered presumptuous that I should express 
opinions at variance with those of my colleagues, and particularly of the eminent 
and experienced gentlemen from Great Britain, who have been requested to 
study our Canadian financial problems and to advise the Dominion Govern- 
ment in regard to their solution. Furthermore, it is but natural to expect that 
my observations will be interpreted as having been influenced by my connection 
with banking affairs. 

Notwithstanding the embarrassing situation in which I unwillingly have 
been placed, I must, in the discharge of the duty thrust upon me, state my 
conviction that:— 


(1) The time is inopportune for organizing a central bank in Canada 
because: (a) fn a time of great economic difficulties the authority of Govern- 
mental bodies carries more force if exercised directly and in co-operation with 
the financial institutions of a country. The division of forces, incidental to 
the establishment of another expensive mechanism, will not bring to the Cana- 
dian monetary and financial system additional wealth or capital, but will divest 
the State of some of the powers it now exercises, and will diminish the strength 
of the existing institutions. (b) It is difficult to conceive how and to what 
extent, under present conditions, a monetary system can be placed beyond 
political influence. In Great Britain, the Government, and not the Bank of 
England, provided the funds to establish and operate the “ equalization fund ” 
in which some seventeen hundred millions of dollars are now involved; in the 
United States the provisions of the statutes governing the activities of the 
Federal Reserve Banks have been profoundly altered, this year, to conform 
with the policies and exigencies of the Government of the United States; in 
France, only last year, Parliament voted some ninety millions of dollars to 
guarantee the losses sustained by the Bank of France in pursuance of the 
instructions issued by the Government of France to the effect that credit 
balances were not to be withdrawn from Great Britain; these instances of 
what is happening in the wealthiest and most powerful countries in the world, 
each provided with a central bank, should offer sufficient evidence as to what 
must inevitably happen in countries of lesser financial importance. (c) In the 
realm of monetary and financial policies the world is presently in a state of 
flux, and therefore it behooves Canada to proceed cautiously and to await 
developments which might well necessitate fundamental changes in regard not 
only to the superstructure but to the very foundations of a central bank. 


(2) Under existing conditions, the Parliament of Canada should not proceed 
to enact legislation establishing a central bank, because: (a) Under the British 
North America Act of 1867 this Dominion was organized as a federation of 
provinces on the basis of a decentralization of legislative powers, as set forth 
in paragraph No. 178 of our Report. Matters of banking and currency on the 
one hand, and of property and civil rights on the other hand, are interpenetrat- 
ing and overlapping. I disclaim any qualification whatsoever to even discuss 
these intricate constitutional problems, but do strongly urge that they be care- 
fully studied and defined before Canada embarks on a long voyage over an 
uncharted route. (b) Regardless of the constitutional aspects of the question. 
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if a central bank is to be a co-ordinating agency in this country it would seem 
indispensable to ascertain beforehand that such an institution would be assured 
of the goodwill and co-operation of each and every one of the Provinces of 
Canada. Before a central bank can hope to speak with one voice on behalf 
of Canada, it would seem desirable that it should have authority to express the 
views not only of the Dominion Government but also those of all the Provinces. 


(3) Certain features of the suggested constitution of a central bank for 
Canada, should one be established ultimately, appear unacceptable and do not 
afford sufficient safeguards in regard to currency and monetary matters: (a) In 
addition to minor objections to a number of clauses, notably to clause No. 8, 
which fails to differentiate between the ratio of deposits to be made in the 
central bank in respect of notice deposits on the one hand, and of demand 
deposits on the other, I do take strong exception to clause No. 13, which states 
that: “ The bank should maintain a proportion of 25 per cent in gold and foreign 
exchange against its outstanding note issue and sight liabilities.” This clause 
makes no provision for the holding by the bank of a minimum amount of gold, 
or of a minimum percentage of gold against liabilities, nor does it even provide 
that the foreign exchange held by the bank should be convertible into gold. It 
will be argued that the Governors and Directors of the central bank would 
exercise their authority with prudence, skill and discretion, and that, in practice, 
sufficient gold would be held in reserve, and that a judicious choice would be 
made of the foreign exchange held by the central bank. The clause appears all 
the more surprising at a time when no one can have forgotten what befell the 
sterling, French franc and United States dollar exchange. Shall the currency 
of Canada be exposed to the uncertainties which might arise from possible 
errors of judgment on the part of the central bank? Can we be so sanguine 
as to hope that those who will guide the central bank and determine: its policies 
will be men of such calibre that they will be at all times above human frailty, 
and will outclass in ability and foresight the bankers now at the head of the 
oldest and most powerful central banking institutions in the world? (b) Para- 
graph No. 207 of our Report acknowledges that the State “ must necessarily 
retain ultimate sovereignty in matters affecting the currency,” and I find it 
difficult to reconcile this fundamental consideration with the power proposed to 
be given to the central bank under clause No. 13. Surely the Parliament of 
Canada would not confer upon any organization, much less one privately owned, 
the right, implied in this clause, to strip this country bare of every ounce or 
dollar of gold and ship it abroad, holding in exchange, as the sole backing of 
the currency of Canada and as the bulk of its cash reserves, a claim on some 
inconvertible outside or foreign currency. The mere. suggestion that such a 
situation might develop would be more than enough to wreck the credit standing 
of this country and undermine the confidence which long years of faithful and 
sound banking have brought to Canadian institutions, both public and private. 


(4) Sufficient stress has not been laid upon the factors of national recovery, 
far more dependable and permanent than the temporary advantages of export 
trade of raw materials or foodstuffs. Outside markets for our surplus specialized 
production of certain commodities should unquestionably be sought, but it should 
always be borne in mind that world markets are unreliable and a source of 
constantly recurring disappointments. Rightly or wrongly, but as a matter of 
fact, the countries of the world are economically becoming more and more 
nationalistic. Are we to await the belated results of international conferences 
between bankers, that may or may not, in the near or remote future, restore 
international exchanges and trade, or shall we endeavour to build up as rapidly 
and as soundly as possible our own domestic market? Paragraphs Nos. 243 
and 244 should be read and studied in the light of the effect that world prices 
have had on the value of field crops. | 
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(5) fares calculated to develop intra-Imperial co-operation or Imperial 
monetary co-operation, as set forth in paragraph No. 211, should not be developed 
beyond the scope of providing ample facilities for the interchange of goods 
and services, unless the people of Canada understand and decide, in full 
knowledge of the consequences, that close Ronehany, co-operation may lead to 
close economic association which in turn is a step towards common political 
action. 


(6) The criticism will doubtless be offered that the foregoing observations 
are limited to reservations of a negative nature and do not contain suggestions 
of a constructive character. It should, however, be borne in mind that the 
Government of Canada sought recommendations from a group of men, formed 
into a commission, and not from its individual members. 


Respectfully submitted, 


BEAUDRY LEMAN. 
OTTAWA, 
September 27, 1933. 
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APPENDIX 


i SUGGESTIONS AS TO SOME OF THE MAIN FEATURES OF THE 
CONSTITUTION OF A CENTRAL BANK FOR CANADA 


Constitution 


1. The bank should have a head office 
and should be allowed to establish branches, 
to act as note depots, etc., and to take over 
the offices of the Assistant Receivers Gen- 
eral. 

2. The capital should be $5,000,000, offered 
for public subscription; all shareholders to 
be British subjects resident in Canada. 


3. The bank should be managed by a 
Board composed of a Governor, Deputy 
Governor, Assistant Deputy Governor and 
six to eight Directors. The Governors 
should be men of tested banking experience 
and the Directors men of diversified occupa- 
tions; none of the latter should be bankers 
or bank directors and no member of the 
Board should be a member of the Do- 
minion Parliament or any Provincial Legis- 
lature, or a Civil Servant. 

The first Governor, Deputy Governors 
and Directors should be appointed by the 
Governor General in Council. The Directors 
should retire in rotation. Future appoint- 
ments of the Governor and Deputy Govern- 
ors should be subject to the approval of 
the Governor General in Council. 


4. The bank should have the sole right 
of note issue; the commercial banks’ issue 
should be redeemed over a specified period 
of years. 


98 


Notes and Comments 


Amount.—It is not necessary for a central 
bank to have capital larger than is required 
to provide for its initial expenses, office 
buildings, etc. The smaller the capital, 
within reason, the less is the necessity to 
make profits for dividend purposes. By 
making the shares into small denominations 
and by limiting the amount which any one 
shareholder may hold, a wide distribution 1s 
effected and a large number of stockholders 
ensured; both these objects are very desir- 
able. A central bank is in the nature of a 
large public trust and it is desirable there- 
fore that its stock should not be held by 
foreigners. 


Note Issue—A central bank is responsible 
for the control of the volume of credit and 
the maintenance of the stability of the value 
of the currency. This responsibility connotes 
that the bank should be granted the sole 
right of issuing currency (other than coin) 
for it would be intolerable that a central 
bank’s policy should be hampered by the 
action of other issuing authorities in a coun- 
try. The experience of other countries has 
shewn conclusively that the right of issue 
is not indispensable in assuring adequate 
profits to commercial banks. 
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5. The dividend should be limited to 
5 per cent or 6 per cent cumulative. 


6. After provision for dividend and suit- 
able provision for reserves the remainder 
of the profits should go to the Government. 

7. The bank should be the banker of the 
Dominion Government and might also by 
agreement become the banker of Provincial 
Governments. 


8. A minimum deposit equal to, say, 5 per 
cent of its deposit liabilities in Canada 
should be maintained by each commercial 
bank with the bank. 


9. The bank should take over the issue 
and management of the public debt of the 
Dominion Government (and possibly also 
of the Provincial Governments). 


10. The principal operations which the 
ve should be allowed to conduct, should 
e: 

(a) to buy and sell gold; 

(b) to buy and sell silver; 

(c) to buy and sell foreign exchange; 

(d) to buy and sell 90 days’ (or 120 days’) 
prime bank or commercial bills; 

(e) to buy and sell a limited amount of 
six months’ agricultural bills; 

(f) to buy and sell short term (up to 12 
months) domestic Dominion and Pro- 
vincial Government securities; 

(g) to buy and sell a limited amount of 
long term Dominion and Provincial 
securities; 

(h) to buy and sell short term securities 


of the United Kingdom, British 
Dominions, the United States and 
France; 


(i) to buy and sell a limited amount of 
long term British and United States 
Government securities; 

(j) to grant advances on any of the fore- 
going (or any other readily marketable 
securities) ; 

(k) to accept deposits without interest; 

(1) to discount promissory notes suitably 
secured of banks up to say 15 days’ 
currency. 


11. The bank should be prohibited from :-- 
(a) engaging in trade; 
(b) making unsecured loans; 
(c) paying interest on deposits; 
(d) allowing the renewal of bills; 
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Dividend —A 
advantages of :— 
(a) relieving the central bank 

necessity to make large profits; 
(b) putting its stock on a gilt-edge basis; 
(c) Lidge ie undue speculation in its 
stock. 


small dividend has the 


of the 


The bank should be the banker of the 
Government and if possible the Provincial 
Governments, because by concentrating the 
receipts and payments on Government 
accounts the central bank can take steps to 
prevent any undue effect on the credit situa- 
tion which might otherwise result from an 
uneven flow of revenues. Further, as the 
financial adviser of the Government, it should 
logically be its banker. Finally, the Gov- 
ernment should conduct its temporary 
borrowings through only one channel. 

Deposits—The volume of credit extended 
by the commercial banks is predicated on 
the amount of their cash reserves. It is 
essential, therefore, that the central bank 
should have the custody of part of these 
cash reserves in order that it may be able 
to make its policy effective. 


Powers.——In general a central bank’s powers 

are defined in order that it may:— 

(a) do only the very highest class of 
business; 

(b) invest only in the most liquid types 
of securities so that it is always in a 
strong position to come to the aid of 
the commercial banks in time of need. 
It would be little use in time of crisis 
if the central bank had invested 
largely in assets similar to those of 
the commercial banks; 

(c) maintain a strong position that will 
enable it to tide the country over 
periods of strain caused by temporary 
disturbances in the balance of pay- 
ments. 
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(e) advancing to the Dominion Govern- 
ment in excess of say 334 per cent of 
the income expected during any one 
year, or to a Provincial Government in 
excess of say 25 per cent of yearly 
income, in both cases the repayment 
of advances to be complete by the end 
of the first quarter after the close of 
the fiscal year. 

12. The bank should concentrate the gold 

holdings of the country. 


13. The bank should maintain a propor- 
tion of 25 per cent in gold and foreign 
exchange against its outstanding note issue 
and sight liabilities. 
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The normal effective reserve of a central 
bank is the amount of its reserve in excess 
of its legal minimum. It is now widely 
recognized that, in order to allow central 
banks a large measure of freedom, their 
minimum legal reserve proportion should be 
relatively low, and recently at the World 


“Monetary and Economic Conference, it was 


recommended that such minimum legal 
reserve should not exceed 25 per cent. 


2  PAID-UP CAPITAL AND RESERVE FUND OF INDIVIDUAL CHAR- 
TERED BANKS IN 1933 


(Submitted by Canadian Bankers’ Association) 


Amount 
thereof 
Amount issued to 
thereof shareholders 
— paid up in of purchased _ 
cash banks as 
consideration 
of purchase 
1. PRESENT Parp-up CAPITAL 
Bank pi Montreal, ak otk co Sale see ae ae eee cue $24, 608, 300 $11,391, 700 
Bank oftNova. Scots, 05684. ee ee ee oe 7,185, 700 4,814,300 
Bak of Pordats. Oe Om Ree Fk |, Se ow COOOL OOO! | aS 228 
Banque Provinciale du Canadawii... fickilsi. ssc eee ee 4)000,000 VERANO Ah 
Canadian Bank of Commerce............ Bt A wots bh es 14, 031,496 15, 968, 504 
oval Bank ch Canada! a ihau\ust, Iniesame ckk. oi tk cde oe 24,440,000 10, 560, 000 
Dominion Danie. rey. ka c a « « aook Dae eke swat aek 1. OOD DEO 8: cid Bestadiciteod Pac 
Banque Canadienne Nationale...................e00-- 5,500, 000 1, 500, 000 
Imperial Bank of Canadas en, ee a ee ee Se 6, 725, 800 274, 200 
Barelays Bank: (Cana@a):’ oes eeee. Me ees iwaens 600,000 eS. PASSION 
$99, 991, 296 $44, 508, 704 
Amount 
Amount Amount thereof, if any, 
thereof thereof added in 
——— from cash set aside connection 
premiums from with purchase 
on issues profits of assets of 
other banks 
2. PRESENT RESERVE FuND 
Banikkiol BEOUUTER IT ler KWanO ie ol ai Sia ileum enn $11, 798, 167 $16, 961, 208 $ 9,240, 625 
Banks ot (Neva pomotias id yeh, gh gta aly vee Be teas mean cy 9,080, 520 6, 381,473 8,538, 006 
ANGE (LPO MCO ihe, as Gels me ee ee NUL UU RI LAM aie 4,074, 836 4, 925 164 Vio Se peeg thon il es 
Banque Provinciale du Canada............ccccccccccee 300, 000 1;200,000 A cise tas kok tee 
Canadian Bank of Commerce. o) oc ied cue dee sek doe. 7,888, 048 11,106, 146 11,005, 804 
Royal ants of Camaca (oe. 2 seu) Ge rei ar tie 20,402, 069 4, 626, 230 9,971,700 
DOMNIGN Tai ORG ute ane UC enn meek ny log NL ma a 5,900, 000 3, 100; 000 120 Sue ua oe 
Banque Canadienne Nationale: 26.05.0050). eis d eee oes 2,159,450 3,340, 550 1,500, 000 
Imperial Bank of Canadas Uli (eur bec act nae 5, 181, 227 G2: 618, 773 "|. . ch eee 
Barclaya Bank (Canada) (irene wee rete ie ae 500,000 teat. ek Sele ie ad ee ca 


$67, 284,317 


a nian Aes Aa hs ae We eS WL Se hat ew Le Pe ais Lor Oe ea 


$54, 459, 544 


$40, 256, 135 
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3. DISTRIBUTION OF BANK SHARES, 31st DECEMBER, 1932 


(Submitted by Canadian Bankers’ Association) 


PPM DOM OL SHATES ISSUE was w's'esisis oi Seas SDSL C RT DECRG Bw RCL 1,445,000 
Se EE MEER LIE CHIOICIOT 0). kc e's he via lee us 614 oie/sid w aleseuaigae 600 bele'e oulaurels 48,271 
Ber veramemimber Of Shares Held ooo. ck ss oie bo segues so¥e ceavecedvallee 29-9 
an Numberot snares held by directors. el eee een 54, 883 
TTR OME LEPC UTS 1 cel we ee ict atleatane sore aUteia cuaire tact atata eennidile wes ik MUM AL 167 
§. Average number of shares held by directors................00cccceeeees 328-6 
7. Value of average number of shares held by directors (Capital 
$144,500,000, plus Reserves $162,000,000)..................ce cc eees $ 69,700 
8. Distribution of shareholders, by provinces, etc.:— 
No. of 
No. of No. of Percentage | Average shares 
Province, etc. share- shares of total Holding per 1,000 
holders held shares of 
population 
INVA OOURNE FoBe cic bugs he aehaceeees see 6,789 150, 837 10-44 22-2 294-0 
New Brunswick...... Rt NOR eee ore 1,101 20,355 1-41 18-4 49.7 
Prince Edward Island................25 509 eai2e 0-49 14-0 80-9 
OOO y Rilnsisn sass oat ale ue haere ea. 10,960 427 , 247 29-57 38-9 147-1 
SATO AN ores niece whic bi Gene Bere vies oe 13, 489 391,402 27-09 29-0 113-1 
MI anAtO Poe ibe tae aceinb e Co Reese gael 1,000 21,897 1-52 21-8 31-0 
PIM ASCHOWEING Do ciaicssodke ns eee ee eee tts 620 5,372 0-37 8-6 5-5 
TCE ee BR es cine oco'e « Rige ms aie oracuea oe 583 9,099 0-62 15-6 12-2 
SPEC sti IA.,). 6s sss Uh oe elaeiasienrasies 1,067 20,655 1-43 19-3 29-3 
RTPA Ce PUA sepia cies cisibin's's acohie hse eels 5,081 138,389 9-58 27-2 
MICO AUC, aioe ss oie 6 ah-s'vic oi0.0. Bimcie ss 5, 694 210, 997 14-60 37-0 
PISO GEO cara tears aes aioiih + ais eiqerece bie slew’ 1,378 41,623 2-88 80-2 
48,271 | 1,445,000 100-00 29-9 
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4, RECENT CHANGES IN THE DIVIDEND RATES OF 
~ CANADIAN CHARTERED BANKS 


(Submitted by Canadian Bankers’ Association) 


ew eee ee 


Quarterly 
Rate 


per cent 


Bank of Montreal— 
Decenrberd030... Mics... oss ow ce cdo soe wos a HOR OO RG Ee me WerinaL © aan? | 
December, 1931. cose. cbs 6 ok sil ccack owas eee. RG e ee ee eee 
September, 1932. 05 seis) toed ne awecnts sey +n 4 2 ee, oe eens 
tine - LOSS er re rt oe Pee dT OE Se 


Bank of Nova Scotia— 
arnrary IOS, ot eek Ce een Wels ce De temer G's Da: cco tn Rn cen tc eee Saat 
WAECHICD f LGD is tee beta toa aes mlibici & Quake ape ate Bid Lge tae a a ee 
PL ae A ee Ae al lees SABa rire Mera < ioreena qin FANS on Sy ck 


nie 


bo bo 2 GO 


OW > 
vik 


Bank of Toronto— 
December, LO30. s .o..+ soe sib s+ ete a> eae a = Ee a OE en a 
Pecem ber, TS... doc as toc a Pa ee eae Ae Conan Back ee eee 
saser Dek, PO02 .. sock ma anaes eh Same ep i's aA eee Oe a ee ee eee 


bo 0 


nie 


Banque Provinciale du Canada— 
TIBCONUOET YS DESO: Ueda tame sare sie, Ae tenes ipa & ois x Meee te the oa eee: eae 
CVCLODET ETDS aie ss! 4. vnc bvemae sits satire de Seem ae > cos Fick gee» crete Sec te or 
JPATUATY. AYO y oe. i-0' 4 Petaay oad 6 e006 SB cate a as do eae OR oe eae 
Dune, LOGS eos cdi Bee ptowred-Oale ox Geek tates @ 4 5 Aca it aE eee 


— rt DS DO 
wal Fl 


Canadian Bank of Commerce 
Nowern bie, TSO... k. becea cde. aoe xs Bana as eo De neian Merc eae 
ba NOL 2) Alle 5) DM eee, TE sn RY Oty ball bari ane AN Ae! Sead: de 
September, 1932............. las Eb Gata Deeks Tes ae SRT BR CECT ene 
JUNC SLOBS Tena tes Mee RR CRA  T c ha eet eiere See ey hart a Ge ae aie 


Royal Bank of Canada— 
PSceriwer TOS0 es oa sis ris ee ade a bale beet eaaly acl ane Bik 5 Sak PE dh ee 
Pecemery 10S 1 750s) # REET oy Ore ev eas ks Re SORE ee eae 
Bepveni ery WSs. Hs OG Rat on OP oie pele dk Cen ee ce ees ke ee eee 
JUS TOSS Tes ERE vk sia en ee eh iid dK SIN 4 oS ORES REE Bok a oe ee 


boo 0 08 
ro 


ni 


bobo Ww 6 


Dominion Bank— 
Decam Her 0aO et We ba thee mle 2 ie eo ane a Os ae 
PDSCori Wer LOS in hic he'd Se hele Rey de eR Ae Gk MeN Eee oer aa 
mepvent ber LOGOS. 6 wis wha Soke ieee Ae ea aaeee Be ate oes St ee eee eae 


bo Go 09 


nl 


Banque Canadienne Nationale— 
December: 1030" (anchanwed ¥i6 "Pe ree ee cleat tere aah te im ated eo Ui 


bo 
vie 


Imperial Bank of Canada— 
INT BIN DOR TGS eke Sieg hoel eshte Gane eeaee wee Coch nae ly, le avi loko Mm cect Co 
Novem ber? TOs. ois Sache aie os Ss 6 es aig oe tes ee eae eed 
Novem bet (1982 sn. g ileteid yo ea Bing eatery oe 4 wee eck ted od ORG Teal ora ort Ns 


Barclays BOnke( Canaan y eos Kee ede va Lacy WER ORE ARG Ce ee dean ne Nil. 


bo Go 0 


bole 


THE 


Bonus 
|(per annum) 


per cent 


Nil 
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AVERAGES AS PER ANNUAL STATEMENTS FOR THE TEN YEARS 1923-32 INCLUSIVE 


Pe GPSSeIpaIc in: CADItAI cy oo sw ne neat os odie au ode ob 1 hore kcae: $ 123,605, 663 
coy crave reserve fund... TR eC OMN |. AAD ee et 137, 370, 735 
em Average undivided proiits,. oo: .......g0ot. . Rae We BIOS, ee Os 7,181,755 
4, Average shareholders’ investment............ 0c cece eeeeees $ 268,158, 153 
5. Average net annual profit available for dividends...................... $ 17,064,957 
6. Percentage (of 5) on shareholders’ investment (4)...............000005 6-36% 
7. Percentage (of 5) on average total assets (final column, Monthly Re- 
CURTIS ee 01 OU O42) levcieashcostads nares foto aitireuc verte hal matt als ed Sake Pale eeheee 0-57% 
BAA VETAPELUINIGDNOS PAC i.e pede deschin teste a Gikre hi oo Btn wdate ene bate mee $ 15,919,384 
9. Percentage (of 8) on shareholders’ investment (4).............0.000005 5-938% 
10. Average transfer to reserve fund (from earnings only and not to include 
ProMuvins, on New Stock iss) .coccilisck unmade cde vee bite Meek ees ee eee $ 939, 869 
11. Percentage (of 10) on shareholders’ investment (4)............ceee0eee 0:35% 


(Submitted by Canadian Bankers’ Association) 


6. DEPOSITS AND LOANS ABROAD 


(Submitted by Canadian Bankers’ Association) 


(000 omitted) 
Average 
Average loans Average Average 
Year © deposits abroad call loans | total loans 
abroad (exclusive abroad abroad 
of cal] 
loans) 
$ $ $ $ 
joes. GOSS eee Reape: Hinges eye ae 302,265 161, 594 198, 047 359, 641 
ER i Rs ck Ra ht Pr chs ow. Banat ss Bo210ne 181, 651 181,705 363, 356 
5:05 cyuek A SiS OP NREL CAP ERE aR a nereiert SS RENE ADEE 362, 103 220.098 225,461 445, 559 
Lo). Nee Baas bee ea cree 2.284 eR 330.399 261,415 250.080 511,495 
oo ah A ey GOP AP nen Beemer eee 349, 008 269, 337 268, 536 537, 873 
saint conser seyeneen epee Saas Fa ate SARs S27: 372,452 261,944 267, 352 529. 296 
a... ha SHR e SADE Pee Dene See Ar AS 418,138 248 , 367 301,090 549, 457 
Sn ccc yy cnhare Anan Mia penser? Aa SSE Oy ReaD Aad Vas err Seer ar 390, 403 238, 954 187.706 426, 660 
ef ae EN ce tn be ae aeactrs 4 332, 902 205, 382 108, 574 313, 956 
TT ee re Ue on ts God vt cs a nih oiler’ 312, 293 171, 861 84, 227 256, 088 
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7. AMOUNT OF BRITISH, FOREIGN AND COLONIAL PUBLIC SECURI- 
TIES OTHER THAN CANADIAN, INCLUDED IN ITEM 
11 OF ASSETS, IN MONTHLY RETURNS 


(Submitted by Canadian Bankers’ Association) 


December 31 $ December 31 $ 


POLS... 5 SS On Med fs ela.oe wins eHSR DAS) 4,266,085. 1925... cae eee SEU OY, take 65, 456, 553 
PU Sis lee eeeaten ane t nen ans aieteelal oy sie 4,526,289) 1926. 5 potas uke sates ost Pre i hae 58,816, 432 
LOD. ois eR Ne REN a eth ye aa Guineas hiss 2 154, 884,077) Ego Pee Oe Fe wag sue ole 67,527,226 
TO 20 ys, HAR ete ee oc en ee th ae 106,462,850; ° ( T028 ides doeare suede raeer ete key rest 46,166, 934 
1A 8 EE SRN EE) PgR Be WAT a) $1,792,800.) OZ uae avis staisiviste gaa at cat aul ae 44,560, 532 
L922 ii nara Mae watts Uihisve's Sere Vidicled twee 30, 255; 278! V5 °1930 Se eR TEI Pe aN Lore Cnt ts 64, 209, 357 
128 ois 5g Lith Ge says oo ws he ipo tee G1, 166; POS TESTIS, FAAS OST OS FO Oe ee 71,728,727 
TO 2B ee cscs vw an sca ses CURR See O ES VSyS2EPTAO) BAGS8 SAIN, DARTS, OPO Sate. 72,069, 094 


8. NET FUNDS HELD ABROAD BY CANADIAN BANKS 
(including holdings of securities other than Canadian) 


(Submitted by Canadian Bankers’ Association) 
(Millions of Dollars) 


31st December 1913 1914 1919 1920 1921 1922 1923 1924 


— | | Ss | | | | — | —_ 


Net funds abroad, excluding securi- 

ties other than Canadian........ 87-7 67-2 116-8 121-6 89-8 94-4 113-7 113-7 
British, Foreign and Colonial pub- 

lic securities, other than Can- 

Te GE, | MUR enan, “Use dA SEA RNB Peg 4-2 4-5 154-8 106-4 51-7 39-2 61-1 73°8 
Net funds abroad including securi- 

ties other than Canadian........ 91-9 71-7 271-6 228-0 141-5 133-6 174-8 187-5 


———— | | LE LT 
Oe OO Oe Oe S$§:_ Ell OS bP=@fal=e=eeeeeaeeaeSaS | _eeeeeee 


—— | | | | | | —_ | —_ 


Net funds abroad, excluding securi- 
ties other than Canadian........ 213-5 | 277-6 | 282-6] 169-9 89-8 65-6 55-4 11-0 
British, Foreign and Colonial pub- 
lic securities other than Cana- 


ee | | | | | J | — 


Net funds abroad including securi- 
ties other than Canadian........ 278-9 | 336-4] 300-1 | 216-0 | 134-38] 129-8 | 127-1 83-0 


———————— ff ff TT 
a OO a SS aaa SSS. LS | |- = ————— 
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9, PAYMENTS BY BANKS TO DOMINION GOVERNMENT ON 
ACCOUNT OF BANK NOTE CIRCULATION TAX, INTEREST ON 
EXCESS CIRCULATION AND FINANCE ACT ADVANCES 


(Submitted by Department of Finance) 


} 1 per cent Tax Interest Interest on 
Fiscal Years on Bank Note on Excess Finance Act 
Circulation Circulation Advances 

DOU cre Us ihe estas Sess Qe ate a Se "oie, ded hatate cs din dunce US Ae tea ae $ 2,672 62 |$ 
1909-10........ Tele kei ovehs: 0-6 Me ates ee RR atch ae hiae ial 2s os aE ie Li APR A 8,857 80 

TRO USS Wi pe | RN Pe ge ON eo eR URN WGA GAR Pehl (Eh dre arte anal UR 15,889 75 

LEU (Sp UA RRSP ae ERS SSS TS? 9°31" '8, 3 Bue ta A CH SI psec Ma a gh 9 46,446 66 

BEN TES 1 1 Mi | Sega a NOIR LAR ba ecg ae AOD VME. WRG A Soa ey Ni 45,479 21 

LUA Sal ey Pe ee fae Sn a RS Si a Moir: Bbah pia heap e\ RUNG cioweoote 26,669 80 

DT Be yeas Se nits ade: o MARS, Beate onl a nak oho PEN EGE «ER wal POVMR: « clas traie Sacto uae 31,182 23° 1S 211,551 97 
AES WC Uo 32 5, AER Sen AT aR $ 1,300,446 80 - 40,285 65 62,722 49 
LSD TG den. cotati Rae Rg ert hr aA cecrten egecrtiaans eaeaew'e Sle od 1,114,023 30 58,101, 03 177,690 24 
Oe RENAE co. the ois ROM hitters We dulcis s debidte sane wa 1,115,757 65 115,220 95 869,125 83 
BD eh ORD, Los fe acc ose Aaa cree tele Wee deh e\ os Baonad e uerad 1,099,764 44 81,712 32 2,471,593 02 
EO Be Le a Pincevadotion ac Phe E UO A Eee hk 6 arewal eae ye 1,170,223 45 65,895 85 3,399,110 84 
1920-21. .0im. See: § ahr Wee en's Re kh AE clase ys” as peak 1,257,583 70 137,713 17 8,644,056 72 
DOF 2 eerie eto’. sc o:< a Weinls. c's 5.0 a sledcnaaarnee ees 1,293,697 43 34,958 87 2,426,342 O01 
UES SU ee 2 PNG: che Rte Sa 1,244,437 14 86,8388 63 1,249,677 90 
ODA amen e sMiclcckis us ites case EMS OS ORE Aya aN ROIS a el le Pe 1,286,957 57 58,691 61 775,170 38 
POR ee he ohte 6 et cutee OAR I SEE Ee n>, SW cakes 15217, 7638p 25,404 78 676,674 77 
Mee Me secre SoS 6 4 a bm ite abla cat as(c< | Oe 1,176,868 95 30,833 96 312,968 90 
Biber Pe eR cae ise tees c:5!t GME FR ul 54) Seer ate e lee Ge 1,174,664 95 18,172 94 368,614 75 
ee er ere a nny, ae yt asters vad xinamany | 1,224,644 46 |. 15,991 79 524,202 29 
re sa Seagrave ite ate gre Se SHAN MG le ode wheres» AOR eae 1,242,398 99 31,083 18 1,671,907 71 
Desks et, eas ee ee AN es bate we 1,408,419 60 27,383 77 2,234,828 93 
Le ani WA, Aas caren rai e. aes tah pyoniy s oss vriod deel 1,429,263 99 4,163 91 539,984 25 
PRE OR tS cletele gc CREP Ris FO ciaik g vislale weve ee on 1,390,120 57 6,505 51 360,247 57 


DOB POs «stn wiccy bie SAL LWA Se BG wh syansey’ sejupn'o: vial Dipeyy 6 1,327,534 50 1,957 52 806,131 52 
) $22,424,511 34 |$ 968,013 51 |$ 22,782,602 09 


10. TAXES PAID BY BANKS 1923-1932, INCLUSIVE 


(Submitted by Canadian Bankers’ Association) 


(000 omitted) 
Total taxes paid 
Year Dominion | Provincial | Municipal |——~—————-_|_ Total 
taxes taxes taxes Canada Abroad taxes 
$ $ $ $ $ $ 

Pte oe ieatenies Saeco hb 8 1,988 945 2,876 5,809 806 6,615 
NPR Lerch ee ole he's. of 0's 1,983 972 2,997 5,952 885 6,837 
eee os sick ie oeniaa dx eae 2,006 996 3,141 6,143 979 7,122 
1 CLR. 25,2 0) Ro Ne 1,824 1,108 3,312 6, 244 919 7,163 
GO File sabes see eh acc sae oe Ke 1,846 1,040 3,239 6,124 1,372 7,496 
Pere a cis Rone aik o Be «0 ane 1,943 1,070 3,452 6,466 1,483 7,949 
BaP ae eee ene wate 4% tach a 2,254 1,143 3,690 7,088 1,773 8,861 
1  ? Ea iene Shee a 2,444 1,231 3,821 7,496 1,316 8,812 
1) 75) eas ie eo ae ae 2,582 1,278 3,928 7,788 1,059 8,847 
CLO yo RRA (OS SAR 2,677 1,643 4,048 8,368 778 9,146 
21,547 11,426 34, 504 67,478 11,370 78,848 


O_o 
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11. ESTIMATED VALUE OF NOTE CIRCULATION PRIVILEGE OF 
TYPICAL BANK 


(Submitted by Canadian Bankers’ Association) 


Average amount of notes in Circulation... sc ..5 «s4ccm 4 oe coroner eek $ 30,350,000 
Deduct: 15% Cash’ RESCEV ERS SESE EE Pele OER oP O POR aE 4,552, 500 
Net amount available for loaning and investment..............ccecceccees $ 25,797,500 
Gross reventie On 449, basis. Tee oree oe oaees 6. Sac sme r eee va enieetan $ 1, 160, 887 
Expenses: 

Dominion Government Tax on Circulation................ $ 303, 500 

Printing, postage, insurance, destruction, etc............ 125,000 


Salaries at Head Office Circulation Dept. and at supply 

points, and estimated expense at other branches in 

handling and clearing notes...............0000cceseeees 150, 000 
Additional interest on Circulation Redemption Fund, i.e., 

the difference between 3%, the amount paid, and 43%, 


the value of the funds, viz., 14% on $1,650,000....... 24,750 
—_—_——_——— 603, 250 
$ 557, 637 
Deduct: Federal Income Tax 1269500. 04, « .iecc'eee cis'eestatoQa'elateolale's olete s'seehe’es 69, 704 
Apparent net profit (which is 1-60% of average circulation).............. $ 487, 933 
CIRCULATION 


TILL MONEY 
If circulation privileges were withdrawn, it would be necessary to replace 
bank notes presently held at branches with at least $15,000,000 legal tender. 
Assuming money to be worth 443 per cent, this would involve a direct loss of 


revemie- to the DankaOts. cach ciel hoa. See eee $ 675,000 
Add to this amount the apparent net profit 
on existing circulation privileges of................... 487,933 


The total cost to the bank of withdrawal 
of the ‘privilege wotildgbey ge, 5) ays .$ = 1,162,933 
This represents 30-15 per cent of the amount distributed to shareholders in 
the year 1932, and 41-5 per cent of the amount of distribution in 1933, assum- 
ing a a hae of the present rate of dividend. 
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13. LIST OF GOVERNMENT REPRESENTATIVES, OFFICIALS OF 
BANKS, PUBLIC BODIES AND INDIVIDUALS WHO APPEARED 
BEFORE THE COMMISSION IN THE COURSE OF ITS INQUIRY. 


1. GoVERNMENT REPRESENTATIVES: 


Dominion— 
Rt. Hon. R. B. Bennett, K.C., P.C., Prime Minister. 
Hon. E. N. Rhodes, K.C., Minister of Finance. 
W.C. Clark, Deputy Minister of Finance. 
C. E. S. Tompkins, Inspector General of Banks. 


British Columbia— 
Hon. 8. F. Tolmie, Premier. 


Alberta— ; 
Hon. G. Hoadley, Acting Premier. 
Hon. R. G. Reid, Provincial Treasurer. 


Saskatchewan— 
Hon. J. T. M. Anderson, Premier. 


Manitoba— 
Hon. J. Bracken, Premier. 


Nova Scotia— 
Hon. G. S. Harrington, Premier. 


Prince Edward Island— 
Hon. W. J. P. MacMillan, Acting Premier. 


New Brunswick— 
Hon. G. H. I. Cockburn, President Executive Council. 


Quebec— 
Hon. R. F. Stockwell, Provincial Treasurer. 
G. W. Scott, Member of Legislative Council. 


Ontario— 
Hon. G. 8. Henry, Premier. 
Hon. C. McCrea, Minister of Mines. 


2. OFFICIALS OF BANKS: 


At Ottawa— 
J. A. McLeod, President, Canadian Bankers’ RMS” and General 
Manager of Bank of ‘Nova Scotia. 
Jackson Dodds, General Manager, Bank of Montreal. 
Hila. Henwood, General Manager, Bank of Toronto. 
S. H. Logan, General Manager, Canadian Bank of Commerce. 
M. W. Wilson, General Manager, Royal Bank of Canada. 
H. T. Ross, Secretary, Canadian Bankers’ Association. 
R. E. Knight, Bank of Montreal. 


At Victoria— 
M. D. Hamilton, Canadian Bank of Commerce. 
K. W. eamaprey, Bank of Toronto. 
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At Calgary— 
J. B. Corbet, Canadian Bank of Commerce. 
G. R. F. Kirkpatrick, Imperial Bank of Canada. 
J. H. Menzies, Royal Bank of Canada. 


At Regina— 
H. F. Liggins, Canadian Bank of Commerce. 
W.G. Yule, Royal Bank of Canada. 


At Winnipeg— ! 
J. W. Spears, Bank of Montreal. 
S. L. Cork, Royal Bank of Canada. 


At Halifaxr— 
C. E. Mackenzie, Royal Bank of Canada. 
W. V. Gordon, Canadian Bank of Commerce. 


At Charlottetown— 
L. D. Murray, Bank of Nova Scotia. 


At Saint John— 
H. L. Enman, Bank of Nova Scotia. 
F. T. Palfrey, Royal Bank of Canada. 


At Quebet— 
H. des Rivieres, Banque Canadienne Nationale. 
E. Haberer, Bank of Montreal. 
C. Nonna 8 La Federation des Caisses Populaires de la Province de 
uebec. 


At Montreal— 
G. W. Spinney, Bank of Montreal. 
G. F. Towers, Royal Bank of Canada. 


At Toronto. 
J. P. Bell, Canadian Bank of Commerce. 
H. T. Jaffray, Imperial Bank of Canada. 


3. Pustic Bopiks, ORGANIZATIONS AND ASSOCIATIONS: 


Alberta Pharmaceutical Association—M. R. Maybank. 

Associated Boards of Trade, Prince Edward Island—Hon. W. J. P. 
MacMillan. 

British Columbia Lumber Manufacturers’ Association—J. H. McCor- 
mack. 

Calgary Board of Trade—D. S. Moffat, K.C. 

Calgary, City of—A. Davidson, Mayor; L. W. Brockington, K.C., 
Alderman H. Humble. 

Canadian Alliance for Womens’ Votes, Montreal—Miss I. St. Jean. 

Canadian Chamber of Commerce—J. W. Ross. 

Canadian Federation of Insurance Agents, Toronto—R. J. Wickham. 

Canadian Manufacturers’ Association (Canned Salmon Section)—A. L. 
Hager. 

Corn Gaia? Association, Vancouver—W. F. Thompson. 

Co-operative Commonwealth Federation, B.C. Section—W. C. Prit- 
chard. 

Douglas Credit League of Canada, Toronto—C. V. Kerslake. 

Duncan Chamber of Commerce—G. A. Tisdall. 

Economic Reform Association, Toronto—J. H. Craig, G. Cockburn. 

Edmonton Chamber of Commerce—H. M. E. Evans. 
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3. Pus.tic BopiEs, ORGANIZATIONS AND ASSOCIATIONS—Continued 


Edmonton, City of—D. K. Knott, Mayor; Alderman C. L. Gibbs. 

Edmonton Economie Club—J. A. Clarke. 

Fraser Valley Milk Producers’ Association—A. H. Mercer. 

Halifax Board of Trade—A. B. Wiswell. 

Insurance Agents’ Association of Winnipeg—M. Blackburn. 

Insurance Brokers’ Association, Province of Quebec—W. B. Gauthier. 

Investment Bankers’ Association of Canada—W. C. Pitfield. 

Investment Dealers of Saint John—J. M. Robinson. 

Labour Party, Toronto—J. Connor. 

La Commission des Produits Forestiers—J. M. Dessureault. 

League for Christian Social Action, Vancouver—H. T. Allen. 

League for Social Reconstruction—G. Spry. 

Live Stock Union of Western Canada—-R. A. Wright. 

Long Branch, Village of—M. Grant. 

Manitoba Co-operative Conference—J. T. Hull. 

Manitoba Teachers’ Federation—EH. K. Marshall. 

Montreal Board of Trade—H. W. Morgan. 

Montreal Chamber of Commerce—V. Gratton. 

Montreal Curb Market—G. Johnston. 

Montreal Stock Exchange—L. G. Beaubien. 

National Council of Construction Industries—G. Oakley, M.P.P., J. B. 
Carswell, W. M. Somerville. i 

Natural Order, Toronto—A. H. Allen, J. Tully. 

New Brunswick Forest Products Association—W. E. Golding. 

North West Grain Dealers’ Association—R. T. Evans. 

Ontario Fire & Casualty Insurance Agents and Local Insurance Com- 
panies, Toronto—J. T. Truman. 

Ontario Secondary School Teachers’ Association—S. H. Henry. 

Prince Edward Island Egg & Poultry Association—J. P. Leightizer. 

Provincial Parent-Teacher Association, Vancouver—Mrs. E. Delmage. 

Quebec Board of Trade—E. Rochette, K.C., M.L.A., Major R. M. 
Watson. 

Quebec Shoe Manufacturing Association—M. Marois. 

Retail Merchants’ Association (Alberta Provincial Board)—A. C. 
Mackay. 

Saint John Board of Trade—F. M. Sclanders. 

Saint John, City of—J. W. Brittain, Mayor. 

Saskatchewan Association of Rural Municipalities—B. F. McDaniel.. 

Saskatoon Board of Trade—J. S. Woodward. 

Saskatoon, City of—J. 8. Mills, Mayor. 

Society for Technocratic Research—W. Mitchell. 

Teachers’ Federation, Vancouver—J. H. Creighton. 

Union of British Columbia Municipalities—W. Crouch. 

United Farmers of Alberta—R. Gardiner, M.P., M. N. Priestley. 

United Farmers of Canada (Quebec Branch)—J. B. Reid. 

United Farmers of Canada (Saskatchewan Branch)—G. Bickerton. 

United Farmers of Manitoba—R. McPhail. 

United Farmers of Ontario—R. J. Scott, W. C. Good. 

Vancouver Board of Trade—H. R. McMillan. 

Vancouver, City of—J. E. McCrossan. 

Vancouver, New Westminster and District Trades and Labour Council 
and the League of Canadian Maples—G. G. McGeer, K.C. 

Victoria Chamber of Commerce—A. H. B. Ker. 

Victoria, City of—D. Leeming, Mayor. 

Viking Service Club of Winnipeg—W. J. Lindal, K.C. 
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3. PuBLic BoDIES, ORGANIZATIONS AND ASSOCIATIONS—Concluded 
Winnipeg Board of Trade—E. C. Gilliat. 


Winnipeg Board of Trade (Young Men’s Section)—J. W. Halls, A. B. 


Rosevear. 


Winnipeg, City of—Alderman C. Rice-Jones. 
Winnipeg Stock Exchange—D. L. Rossini. 
Womens’ Conservative Association, Montreal—-Mrs. J. Beilby. 


4, PERSONAL REPRESENTATIONS 


Allan, Prof. W., Saskatoon, Sask. 
Bate, H., Belle Plaine, Sask. 
Brown, F. G., Acme, Alta. 
Bevington, G., Winterburn, Alta. 
Boyd, H. C., Edgerton, Alta. 
Bowman, C. A., Ottawa, Ont. 
Belcher, F. A., Toronto, Ont. 
Campbell, W., Edmonton, Alta. 
Carrothers, W. A., Vancouver, B.C. 
Carter, C. H., Calgary, Alta. 
Case, W. A. J., Toronto, Ont. 
Cassidy, R., K.C., Victoria, B.C. 
Clarke, Prof. A. B., Winnipeg, Man. 
Clark, P. G., Summerside, P.E.I. 
-Copping, J. H., Vancouver, B.C. 
Corlet, W. E., Calgary, Alta. 
Crowle, H. E., Calgary, Alta. 
Curtis, Prof. C. A., Kingston, Ont. 
Davidson, D. A., Vancouver, B.C. 
Day, Prof. J. F., Vancouver, B.C. 
Drummond, Prof. G. F., Vancouver, 
B.C. 
Edwards, J. T., Chilliwack, B.C. 
Eliason, F., Saskatoon, Sask. 
Evans, W. S., Winnipeg, Man. 
Fisher, H., Montreal, Que. 
Ford, 8. H., Pitt Meadows, B.C. 
Fulton, W. T., Calgary, Alta. 
Ganshorn, M., Grand Coulee, Sask. 
Gibbons, R. 8. D., Gibbons, Alta. 
Glazebrook, A. J., Toronto, Ont. 
Gordon, J., Innisfree, Alta. 
Green, C. J., Moose Jaw, Sask. 
Gregoire, Prof. J. E., Quebec, Que. 
Gregory, Prof. T. E., Loridon, Eng. 
Hamilton, 8. A., Moose Jaw, Sask. 
Hamilton, Major W. B., Vancouver, 
B.C. 
Harrold, J., Edmonton, Alta. 
Harrold. W., Edmonton, Alta. 
Hebert. E., St. Pierre, Man. 
Henderson. K. A., Montreal, Que. 
Henderson. T. M., Langdon, Alta. 
Henri, I., Montreal, Que. 
Hewetson, 
Alta. 


Hilton, J. H., Saskatoon, Sask. 
Hockin, J., North Lonsdale, B.C. 
Hope, C. E., Vancouver, B.C. 
Howson, W. R., M.L.A., Edmonton, 
Alta. | 
Hume, J. R., Souris, Man. 
Hurd, Prof. W. B., Brandon, Man. 
Huser, G., Crossfield, Alta. 
Jackson, M. B., K.C., Victoria, B.C. 
Jackson, N., Saskatoon, Sask. 
Jenson, T. S., Vancouver, B.C. 
Jones, J. W., Victoria, B.C. 
Knox, Prof. F. A., Kingston, Ont. 
Laming, W., Victoria, B.C. 
Layzell, A., Calgary, Alta. 
Lee, G. S., Halifax, N.S. 
Leedy, J. W., Edmonton, Alta. 
Lord, A. H., Winterburn, Alta. 
Malmberg, O. F., High River, Alta. 
Mansell, M., Vancouver, B.C. 
Martin, A., South Edmonton, Alta. 
Matthews, A., Halifax, N.S. 
Martyn, A. D., Edmonton, Alta. 
Michell, Prof. H., Hamilton, Ont. 
Montpetit, Prof. E., Montreal, Que. 
Moore, W. B., Pembina, Man. 


MacMillan, R. L., High River, Alta. 

MacGregor, Prof. D. C., Toronto, Ont. 

McKean. W. K., Halifax, N.S. 

McWilliams, R. F., K.C., Winnipeg, 
Man. 

Nichols, H. E., Clyde, Alta. 

Parkinson, J. F., Prof., Toronto, Ont. 

Pilling, R. W., Cardston, Alta. 

Potter, E., Regina, Sask. 

Powell, H. O., Regina, Sask. 

Richmond, J. I., Vancouver, B.C. 

Robertson, J., Mrs., Vancouver, B.C. 

Robinson, Colonel C. W., Calgary, 
Alta. 

Ross, J. A.. Edmonton, Alta. 

Rothwell. E., Barrie, Ont. 

Rowatt, D. M., Montreal, Que. 


Prof. H. W., Edmonton,Sinclair. A. M.. Calgarv, Alta. 


Sine, F. E.. Calgary, Alta. 
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Mackintosh, Prof. W. A., Kingston, Ont. 
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Skarin, E., Edmonton, Alita. 

Stapleton, "M. J., Jenner, Alta. 

Stewart, H. R., Charlottetown, Poul 

Stitt, dade, MP., Selkirk, Man. 

Swanson, Prof. W. W., 
Sask. 


Saskatoon, Woodworth, C.M 


ROYAL COMMISSION 


Taylor, A. C., Vancouver, B.C. 
Topping, Prof. C. W., Vancouver, B.C. 
Whitman, A. H., Halifax, N.S. 
Woodward, E. Be Vancouver, B.C. 

.. Vancouver, B.C. 


14. LIST OF PERSONS AND ORGANIZATIONS FROM WHOM 
WRITTEN SUBMISSIONS WERE RECEIVED 


' Aker, L. M., Rumsey, Alta. 

Alford, Miss E., Calgary, Alta. 

Allingham, H. L., Sec’y Treas. of 
Rural Municipality of Glen Bain, 
Vanguard, Sask. 

Angus, W. C., Winnipeg. 

Associated Shippers of New Bruns- 
wick, Perth, N.B. 

Atkinson, C., Seven Oaks, B.C. 

Baldry, G. E., Winnipeg, Man. 

Bartle, A. J., Calgary, Alta. 

Barrette, J. A., M.P., Maskinonge, 


Que 
nyse oe S., Montreal, Que. 
Beaudet, R., ’Pres., L’Union des Culti- 
vateurs Franco- Ontariens, Ottawa, 
Ont. 
Bedder, W. J., Ottawa, Ont. 
Bellew, IX. D., V.C., Chase, B.C. 
Bennett, A. H., Victoria, B.C. 
Bennett, J., Commissioner of the Cor- 
poration of the District of Burnaby, 
Edmonds, B.C. 
Bent, E. E., Landis, Sask. 
Bilbrough, N. H., Toronto, Ont. 
Blanchard, H. P., Ellerhouse, N.S. 
Body, 8., North Lonsdale, B.C. 
Bohan, M., Pieton, Ont. 
Bonavia, W. J., Sec’y. Advisory Board 


of Farmers’ Institutes, Victoria, B.C. 


Booth, N., Reeve, District of Lang- 
ley, Murrayville, B.C. 

Boughner, R? DD. See'y Kitchener 
Board of Trade, Kitchener, Ont. 

Boyton, C. M., Castor, Alta. 

Bradner, J. W., Vancouver, B.C. 

Brittain, H. L., Citizens’ Research 
Institute of Canada, Toronto, Ont. 

Broderick, C. J., West Vancouver, 
B.C. 

Browne, F. J. E., Montreal, Que. 

Burgess, C. H., Chairman Committee 
of Supervisors, Town of Mimico, 
Toronto, Ont. 


Campbell, C. M., Barkerville, B.C. 
Campbell, J. M., Moose Jaw, Sask. 
Canadian Chamber of Commerce, 
Montreal, Que. 
Carsley, W. F., Montreal, Que. 
Chapple, W. E., Vernon, B.C. 
Charlton, W. F., Calgary, Alta. 
Charron, G., Montreal, Que. 
Chutskoff, J., Blaine Lake, Sask. 
Coats, R. H., Dominion Statistician, 
Ottawa. | 
Collette, H., Westmount, Que. 
Conway, W. J., Vancouver, B.C. 
Coote, G. G., M.P., Nanton, Alta. 
Crawford-Frost, W. A., Calgary, Alta. 
Creighton, J. H., Vancouver, B.C. 
Crofton, A. M., Sydney, N.S. 
Curry, S. G., Toronto, Ont. 
Dandridge, W. H., Victoria, B.C. 
Davies, P. G., M.P., Clyde, Alta. 
Dolan, Miss T. M., Delisle, Sask. 
Drew, K. M., Calgary, Alta. 
Eckhardt, A. J. H., Toronto, Ont. 
Elliott, R. T., K.C.,. Victoria, B.C. 


_ Elhott, Prof. G. A., University of 


Alberta, Edmonton, Alta. 
Emery, C. M. W., Assiniboia, Sask. 
Koll, G. A., Fort William, Ont. 
Ferguson, D. N., Toronto, Ont. 
Ferguson, W., Lethbridge, Alta. 


Foreman, A. E., Vancouver, B.C. 


Fraids, N. J., Sec’y of Men’s Wcollens 
and Trimmings Ass’n, Montreal, 
Que. 

Francis, E. D., Sec’y of Canadian 
Currency and Banking Reform 
League, Vancouver, B.C. 


Fraser, G. L., British Columbia Bond 


Dealers’ Association, Vancouver, 
B.C. 
Fyfe, O. J., Sec’y of Bienfait Board 


of Trade, Bienfait, Sask. 
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Gagan, J. F., McGrath, Alta. 
Gilbert, Mrs, A., Sutherland, Sask. 
Golds, H. F., Delia, Alta. 

Goshko, M., Nampa, Alta. 

Gould, E. F., Langford P.O., B.C. 

Gray, C. W., Winnipeg, Man. 

Gray, W. L., Alvinston, Ont. 

Grierson, J. E., Winnipeg, Man. 

Grimshaw, G. D., Montreal, Que. 

Haemmerle, A. R., Montreal, Que. 

Halliwell, A., Mimico, Ont. 

Hanson, A. H., Saskatoon, Sask. 

Hansen, A. J., Prince Albert, Sask. 

Harding, C. E., Lougheed, Alta. 

Harrison, A. J., Vancouver, B.C. 

Harvey, F. A., Reeve, Rural Munici- 
pality of Cory, Sask., Saskatoon, 
Sask. ites 

Hay, A. H. M., Quebec, Que. 

Heinrich, E. L., Davidson, Sask. 

Hemming, H. K. S., Charlottetown, 
P.E.I. | 

Hilgeson, O., Theodore, Sask. 

Hill, F. J., Vancouver, B.C. 

Hinton, H. G., Vancouver, B.C. 

Houston, H. R., Toronto, Ont. 

Howell, H., Pres. of Medstead United 
Farmers of ‘Canada, Medstead, 
Sask. 

Howie, J. M., Montreal, Que. 

Hudson, A. J., Parkbeg, Sask. 

Hull, J. T., Special Committee ap- 
pointed by Premiers of Prairie 
Provinces, Winnipeg, Man. 

Hutchison, H. J., Ladner, B.C. 

Jack, P. S., Sec’y Stewart Board of 
Trade, Stewart, B.C. 

Jackson, Prof. G. E., Toronto (Com- 
mittee on Banking Statistics.) 

James, A. B., Lachine, Que. 

Jastremsky, T. A., Winnipeg, Man. 

Kingsley, R. E., Montreal, Que. 

Kogut, D., Montreal, Que. 

Kohen, Miss S., Toronto, Ont. 

Lacroix, W., Montreal, Que. 

Lamoureux, P., Directeur, Le cercle 
d’Etude fédéré du bien familial, 

LeBreton, C. E., Montreal, Que. 

Le Gresley, E., Montreal, Que. 

Lidgett, J. E., Lidgett, Sask. 

Limoges, H., St. Jerome, Que. 

La G., City Clerk, Kitchener, 

nt. 

Logan, Prof. H. A., University of 
Western Ontario, London, Ont. 

Lovegrove, F. F., Hollyburn, B.C. 

McAllister, A., Winnipeg, Man. 
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McAllister, J.. Vancouver, B.C. 

McCallum, G. H., Sec’y. of Canadian 
National Silver Fox Breeders 
Ass’n., Summerside, P.E.I. 

McCallum, J. S., Edmonton, Alta. 

McCullogh, J., Winnipeg, Man. 

ae J. H., New Westminster, 

McDonald, W. 8., Ottawa, Ont. 

Macdonald, A. J., Palmerston, Ont. 

MacKendrick, W. G., Toronto, Ont. 

McKinnon, J. C. Regina, Sask. 

McLaren, W. D., British Columbia 
Mutual Service, Vancouver, B.C. 

McLennan, Hon. J. 8., Sydney, N.S 

McLeod, D. B., Vancouver, B.C. 

Maddison, C. W., Vancouver, B.C. 

Manitoba Pool Elevators Ltd., Sas- 
katchewan Co-Operative Wheat 
Producers Limited, Alberta Wheat 
Pool. 

Marsh, E. J., Toronto, Ont. 

Martin, E. S., Toronto, Ont. 

Matthews, G. R., British Columbia 
Provincial Board of Retail Mer- 
chants’ Association of Canada, 
Vancouver, B.C. 

Maxwell, Prof. W. R., Dalhousie Uni- 
versity, Halifax, N.S. 

Mercier, E., Secretaire, Les Unions 
Nationales Catholiques, Ottawa, 
Ont. 

Mitchell, C. J., Charlottetown, P.E.I. 

Moore, H. J., Darmody, Sask. 

Moore, M., New Westminster, B.C. 

Moore, T., and Draper, P. M., Trades 
and Labour Congress of Canada, 
Ottawa, Ont. 

Morden, C. R., Niagara Falls, Ont. 

Morgan, E. A. D., K.C., Montreal, 


Que. 
Morley, Judge G. W., Owen Sound, 
Ont. 
Morson, W. R., Toronto, Ont. 
Mulholland, W., West Vancouver, B.C. 
Munn, A. E., M.P., Vancouver, B.C. 
Ney, V. G., Lacombe, Alta. 
Nickerson, G. W., Prince Rupert, B.C. 
Noiseux, D., Montreal, Que. 
Norris, A. D., Mayor, Town of 
Mimico, Mimico, Ont. 
O’Hearn, F., Toronto, Ont. 

Oliver, W. G., Pres., Manitoba Teach- 
ers’ Federation, Winnipeg, Man. 
Orr, E. T., Sec’y., Junior Chamber of 

Civie Affairs, Vancouver, B.C. 
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Cttawa Fire Insurance Agents’ Assn., 
Ottawa, Ont. 

Palmer, C. G., Social Credit League, 
Calgary, Alta. 

Park, W., Edmonton, Alta. 

Partridge, F. H., Victoria, B.C. 

Payne, J. B., Granby, Que. 

Pearce, H. W., Toronto, Ont. 

Perry, P. J., Winnipeg, Man. 

Peterson, C. W., Calgary, Alta. 

Peters, P. E., Sec’y.-Treas. Canadian 
Monetary Reform League, Ottawa, 
Ont. 

Plotkin, A. L., Brooksby, Sask. 

Raymond, Rev. L. C., Pres. Associa- 
tion Canadienne-Francaise d’Educa- 
tion d’Ontario. 

Richards, H. R., Westmount, Que. 

Ritchie, R., Richelieu, Que. 

Rioux, A., Montreal, Que., Pres. 
L’Union Catholique des Cultivateurs 
de la Province de Québec. 

Rosborough, J. W., Regina, Sask. 

Rose, J. S., Secretary, Lethbridge 
Board of Trade, Lethbridge, Alta. 

Rose, W. W., Vancouver, B.C. 

Ross, W. E., New Westminster, B.C. 

Rousseau, J., Montreal, Que. 

Rowlatt, F. A., Toronto, Ont. 

Ryder, M., Edmonton, B.C. 

' St. Pierre, B., Montreal, Que. 

Sankey, C. A., Sec’y. of Rural Muni- 
cipality of Brenda, Waskada, Man. 

Seager, Mrs. T. M., Jasper Park, Alta. 

Scott, S. Gi Foxboro, Ont. 
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Sharp, F. W., Montreal, Que. 

Smith, M. G., Toronto, Ont. 

Smithson, R. J., Toronto, Ont. — 

Smyth, J. E., Saskatoon, Sask. 

Southam, W. W., Vancouver, B.C. 

Sterling, W. B., Burquitlam, B.C. 

Stuart, C. C., Saskatoon, Sask. 

Stewart, W. seat Montreal, Que. 

Stirling, W. Ti Oakville, Ont. 

Stirrett, J. R., Saint John, N.B. 

Stoliker, C. C., Phippen, Sask. 

Stroud, A. J., Winnipeg, Man. 

Talbot, M. R., Regina, Sask. 

Taylor, G., Toronto, Ont. 

Thompson, A. C., Toronto, Ont. 

Tindale, A. C., Regina, Sask. — - 

Tremells, ie Fp Mooretown, Ont. 

Wallace, W. A. TUL; IGS. 

Ward, P., North Vancouver, aS 

Waterlow,. L., Vancouver, B.C. 

Whatham, i$: D., The Open Mind 
Group, Calgary, Alta. 

Whear, J. F., Councillor, Charlotte- 
town, PEL. * 

Williamson, W. A., Toronto, Ont. 

Wilson, G., Vancouver, B:C. 

Wilson, F. A., Director of Distribu- 
tion Control League, Vancouver, 
B.C. 

Wilson, F., Matsqui, B.C. 

Winnipeg District Command of Cana- 
dian Legion of the British Empire 
Service League, Winnipeg, Man. 

Wolfson, H., Toronto, Ont. 

Yakimischak, D., Winnipeg, Man. 
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